




AVERAGE DUE DATE AND ACCOUNT CURRENT ^ 

(a) the red-ink products are deducted from the total of other 
blue-ink products, or 

, h \ the balance of red ink products is written on the smaller- 
total-red-ink products column, but in blue ink , and the red-ink 
products are not counted at all while totalling the products columns. 

such* 1 © the r wise* ° red-fn'k * t ransact i ons 8 a re Written in blue ink on the 
opposite sides and are considered as usual. . 

Because of the use of red-ink figures, it is called Red-ink 
Interest. 

Though the amounts of red-ink transaction are payable/ 
- receivable after the settlement date, these amounts are recorded 
within the account current. Therefore, interest for days beyond the 
settlement date is to be waived. Hence the products of such trans¬ 
actions are deducted from the total of other products the due dates 
of which are within the settlement date. 

Under the epoque method since the days are counted from 

the due date back to the opening date, question of red-ink figures 

and red ink interest does not arise. 

ILLUSTRATIVE PROBLEM NO. 10 

Make out an account current to be submitted by Shyan* 
Verma to Ram Gupta as on 30th September, 1976 : 


1976 

‘July 1 Balance due to Ram Gupta 
3 Sold goods to Ram Gupta 
12 Goods invoiced to Ram Gupta, due July 27, 
Trade Discount at 10% 

25 Bills Receivable received from Ram Gupta, 

due two months .after date 

26 Discounted the above Bill @6% 

J Aug. 2 Received Cash from Ram Gupta 

17 Sold goods to Ram Gupta at one month 
credit 

20 Ram Gupta returned goods 
23 Ram Gupta accepted 60 days’ Bills for Rs. 
and one month Bill for 
Sept. 10 Received cash from Ram Gupta 

26 Ram Gupta met his Bill due this day 
28 Ram Gupta dishonoured his bill due this 

- day, noting charges -,<*00 •• 

*28 Sold goods to Ram Gupta, di*co * 

October, 15 ^ ’: 9S 7\ 

' ' on the ' \ 

Interest is to be calculated - .-A and 


rupee. 


/is** 


Rs. 

1,000 

1,630 

1,150 

1,000 


1,800 

100 

60V. 

300 

600 

20 

1,200 


and to the nearest 
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AVERAGE DUB DATE AND ACCOUNT CUEMHT 

Note* : (O Items and figures written in italics relate to 
transactions because their due dates full after the settlement date, . P 

(1) Days of opening balance include both the opening date amd 
settlement date. For other transactions the elate of transact, on.s not included^ 
In the case of transactions with credit period (July 12 a "®.Aug. J’ y f Bi ||« 
counted from the due date after completioni of credit period. Due dat 

is calculated by adding 3 grace days (July 25 and Aug, 23 ). 

(2) The B/R is due on October 26. Hence gllMta I 5 ec S}£ b JS 1 ££ 

Oct. 26 on which date the credit to Ram Gupta a/c is ent*/ e 26 

the credit is given to his a/con settlement (date) °£ thc r 0 / t h^ 

days in advance of due date. Ram Gupta .s to be charged with * uteres tfortnese 
26 advance days. This is indirectly done by deducting the product of 
transaction (minus product) from the total of other products. 

(J) In case of this transaction, payment is due from Ram Gupta on 
Oct. 15, but since he is charged with the amount on settlement (date) of 
account current, /.*. 15 days in advance of due date. Ram Gupta is to be 
allowed interest for these 15 days. This is indirectly done by deducting the 
product of this transaction (minus product) from the total of other products. 

(4) This Bill is discounted previously. Hence on its dishonour. Bank 


a/c iscredited. 

(5) Interest is calculated on the balance of products, viz. 1,16,385 at 8% 
pa. for one day. Since the balance of products is written on credit side, 
interest is debited. The amount columns are then balanced as usual. (Actual 
interest is Rs. 25*51 but is recorded at its nearest iupee, Rs. 26J. 

Alternative Methods. Instead of deducting the red-ink (italic) 
products from their respective blue-ink product totals, we can follow 
other methods as under : 

(#) Totals of blue-ink products are.2,37,785 Dr. and 1,24,200 
Cr. Red-ink product totals are 18,000 Dr. and 20,800 Cr. Therefore, 
write the difference in red-ink (italic) products, 2,800, on the smaller 
red-ink total side, i.e. Dr. side, but in blue-ink. The total of 
products columns then will be 2,40,585 Dr. and 1,24,200 Cr. The 
balance of these products will be 1,16,385, written on Cr. side and 
its interest Rs. 26 will be recorded on the Dr. side. 


(«) In another method, we can avoid writing red-ink products. 
Instead, the products of such transaction are written on the opposite 
side in blue-ink, viz. 18,000 on Cr. side and 20,800 on Dr. side. The 
totals of products columns then will be 2,58,585 Dr. and 1,42,200 
Cr. and the difference 1,16,385, written on the Cr. side, the interest 
on which, Rs. 26, written on the debit side. 


Mr. RAM GUPTA 

Id Account Current with Shy am Verma [Epoque Method] 


24 AVERAGE DUE DATE AND ACCOUNT CURRENT ‘ 













AVERAGE DUE DATE AND ACCOUNT CURRENT 


55 


Notes : (1) Since the account current has opening balance, 
days are counted from the due dale of each transaction back to this 
opening balance date, both days inclusive. 

(2) Interest is not calculated on the opening balance but on 
the closing 'balance of the principal amount for full period of 
account current, from the opening balance date to the settlement 
jlate, both inclusive. 

(3) Difference of products is entered on the Dr. side. Hence 
i iterest is also recorded on the Dr. side, in the amount column. 

Daily Balance Method. As already explained earlier this 
nethodis followed generally in Banks and days arc calculated from 
.ne due date of one transaction to the due date of the next trans¬ 
action. 

t 

ILLUSTRATIVE PROBLEM NO. It 

Mr. M.R. Joshi opened a current account in Central Bank, 
Hubli. His transactions for the six months ending 30th June, 1976 
are as under : 



Deposits 

Rs. 

Withdrawals 

Rs. 

January 

1 

2,000 

January 

12 

1,500 

January 

15 

1,800 

February 

6 

2,000 

February 

12 

2,200 

March 

14 

5,100 

March 

6 

600 

May 

10 

1,000 

April 

19 

1,500 

June 

15 

2,000 

May 

20 

800 




June 

6 

3,000 




June 

22 

6,000 





Interest is to be reckoned @ 4% p.a 


Solution : Mr. M. R. JOSH1 

Id Account Current with Central Bank 
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average due date and account current 
^ Exercise 

Average Due Date 

What is average due date ? Why is it necessary to find average 
due date ? 

2 How is average due date ascertained ? 

3. Explain the procedure of calculating average due date when 

(a) the due dates of the transactions are given 

( b) the due dates of the transactions are not given. 

4 A trader owes to his supplier the following amounts which he 
wants to settle in one amount on an equated lime. Find out 
the average due date. 

w/ r s> 250 due on 20th April. Rs. 150 due on 18th July. 

Rs. 200 due on 16th May. Rs. 100 due on 10th April. 

Rs. 400 due on 10th June. ^ ^ May] 

5. Radheshyam purchased goods from Hariram, the due dates for 
payment in cash being as follows : 


March 15 
April 21 
April 27 
May 15 


Rs. 400 due 18th April. 
Rs. 800 due 24th May. 
Rs. 200 due 30th June. 
Rs. 250 due 18th July. 


H#iram agreed to draw a bill for the total amount due on the 
\^^verage due date. Ascertain that date. [Ads. 30th May] 

6 . Find the average due date of the following bills : 


Date of Bill 

Amount 

Term or credit 

1st February 

500 

2 months 

14th March 

400 

3 months 

20th April 

300 

3 months 

10th May 

200 

1 month. 
[Ans. 29th 


7. Shersing owes Kamising the following sums of money and he 
desires to make the payment in one sum on the Average Due 
Date. Find out that date. 

Rs. 1,000 due on 4th May. Rs. 3,000 due on 15th Aug.' 

Rs. 2,000 due on 23rd April. Rs. 4,000 due on 31st Oct. 

IAds. 13th Aug.] 

8 . Sohanlal having accepted the following several bills falling due 
on different dates now desires to have these bills cancelled and 
to accept a fresh bill. Calculate the average due date. 
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^ \ 

A *• Dated 7th April, 1970 due on 10th May, 1970 3 000 

/ 2. Da led 16th May, 1970 due on 17th July, 1970 6*000 

3, Dated 21st June, 1970 due on 24th Aug., 1970 5,000 

4. Dated 27th June, 1970 due on 30th Aug., 1970 7 ,000 

[Ans. 31st July] 

Shri Shivaji Rao has accepted the undermentioned Bills due on 
various dates. Ho wishes to cancel all these bills and get one 
bill for the total amount payable on one date. You are request¬ 
ed to find the same. 


Dale of 
Bills 

Amount 

Due Date 

Date of 
Bill 

Amount 

15-11-69 

800 

15-1-70 

15-12-69 

400 

15-10-69 

900 

31-1-70 

15-1-70 

800 

1-1-70 

1,000 

16-3-70 

1-5-70 

1,500 




31-3-70 

16-5-70 


31-5-70 


•. [Ans. 31st March] 

' Find out the equated period of the following bills : Rs. 1,500 
for two months, Rs. 500 for four months, Rs. 700 for three 
months and Rs. 1,000 for two months. Assume that all these 
bills are drawn on the same day. 

[Ans. 2 46 months or 2 months and 14 days from the 

date of the bill] 

A partner draws the following amounts from the firm at the 
beginning of every quarter. . Ascertain the interest chargeable 
from him for the year at 6% p.a. 

1-1-70 Rs. 3,000 1-7-70 Rs. 3,500 

1-4-70 Rs. 2.500 1-9-70 Rs. 1,000 

[Hint : Product of each amount should be found out by 
multiplying amount by the months up to 31-12-70 and 
interest on the product should be calculated for one 
month] 

f Ans. Interest Rs. 400] 
/feaviraj, a partner of the firm of Raviraj & Co., drew the 
following amounts from the firm for the quarter ending 30th 
June, 1970, 15th April Rs. 150; 20th May Rs. 200: 31st 

May 150 : 10th June Rs. 100 : and 20th June Rs 150. 


Find out the interest chargeable for the quarter at 6% p.a. and 
also the average due date. 

[Hint : (a) (1) Take the first date of withdrawal as a base. (2) 
Calculate the days of each withdrawal from the 
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base period. (3) Find out the product. i4) 
Divide the product by the total amount of with¬ 
drawals to get number of days which should be 
counted forward from the starting point to get 
average due date. 

Alternative 

lb) (1) Count the days of every bill from the date of 
Bill to quarter ending 30-6-70. (2) Find out the 
product. (3) Divide the product by the amount 
to get number of days. Count the days 
backward from 30-6-70 to get due dale. 

(c) Calculate interest upto Avg. Due Date. 

[Ans. Avg. Due Date 24th May, *70 and Interest on 
Rs. 750 from 24-5-70 to 30th June = Rs. 4 56) 

^Account Current 

What is an Account Current ? What is the difference between 
“Account Current” and “Current Account” ? 

Under what circumstances and by whom is the “Account 
Current 7 ' rendered 7 

Discuss different methods of calculating interest for Account 
Current. 


5. 


What is the procedure of calculating days for interest ? 

From the following information prepare an Account Current to 
be rendered by Daud Noorani to Ali Sabri upto 30th Septem¬ 
ber, 1970. Interest to be calculated (a), 5%. 

1970 

Goods sold to Ali Sabri 
Sight draft from Ali Sabri 
Cash paid on behalf of Ali Sabri 
Returned goods by Ali Sabri 
Bought goods by Ali Sabri 
Cash received from Ali Sabri 

[Ans. Interest receivab't 


July 

July 

Aug. 

Aug. 

Sept. 

Sept. 


12 

18 

2 

17 

5 

14 




Balance due from Sa 


% 


s. 


Rs. 

4.500 

1.500 

1,000 

500 
2.000 
3,000 
39*45 and 


Rs. 2 ? 539 45] 


i 


Prepare an Account Current to be rendered by Mr. Black 
Mr. White for the period from 1st April, 1971 t6-3(hh j 




1971. 


k 


1971 

April 

April 

May 

May 


I 

10 

7 

19 


Balance due to Mr. White 
Remitted cash'toMr. White 
Bought goods from Mr. White 
Sold goods to Mr. White 


Rs. 

950 

450 

1,500 

1,000 





3u 


19. 


20 . 
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Rs. 


May 

21 

June 

1 

June 

10 

June 

30 

Interest to be 


draft drawn 


Accepted one mor. 
by Mr. White 

Sold goods to Mr. \ ite 

Received cash from Mr. White 

Bought from Mr. Whi goods 

__ charged at 6 %. 
rAns. Interest payable Rs ? and Balance due from 
1 Mr. White Rs. 497] 


500 

3,000 

1,000 

1,000 


Umesh owed Rs. 3,000 on 1st January, l fm *l to Mr. Somesh 
The following are the transactions tha. ook place betw^ 
them It is agreed between the parties tha. interest 6% p.a. 


t 

P * 


January 16 
29 

Feb. 10 
March 13 


2,v 

uy 

1,5-' S 




to be calculated on all transactions. 

1971 

Mr. Somesh sold goods to Mr. Umesh 
Mr. Umesh sold goods to Mr. Some:. i 
Mr. Somesh paid cash 
Mr. Umesh accepted a bill drawn by 
Mr. Somesh for one month 

Prepare the Account Current to be rendered by Somesh 
30th April 1971. 

fAns. Interest Receivable Rs. 85 9 and Balar. 

Receivable Rs. 3,08? 

On 1st October, 1970, Shaila owed Rs. 4,000 to Laila. FoIJ|j 
ing were the transactions between the two parties for 
period ending 31st March, I97| : 

1970 

Accepted by Shaila, two months' bill 
Received from Shaila 
Sold goods to Shaila on credit for 
one month 


Oct. 

Nov. 

Dec. 


20 

15 

10 


••• 


mu, 

T 

& 

500 


1971 

Jan. 

Jan. 


16 

b 


1,000 

t 


- 


Feb. 


•Received sight draft from Shaila 
Received one month's acceptance 
from Shaila 

8 Sold to Shaila, goods 
March 10 Remitted by Shaila 
Prepare Account Current to be rendered by Laila to Shai. ' 
calculate mteres^@ Rec€ j va t,i e r 8 81*65 and 

Receivable Rs.vi,voi 




••• 


i 


9 


A Consignment Accounts 

(Agency Transactions) 


1 Meaning 

J, i„ accounting'terminology the term Consignment ‘ s, ' se ^' n 
onnection with U special form of trading under which a manulac- 
> tom or a trade- *ends or forwards goods to an agent to be sold by 
he agent on behalf of the trader. 

.1 ** The person sending or forwarding goods for sale is known as 
"^Consigno’' T 'or Principal” and the person to whom the goods are 
OOient is krlown as “Consignee or Agent ’. To the P^mapal The 
ijOiConsignment is “Outward Consignment , whereas to the Agent it 

is “Inward Consignment” 

y^uportancc 

A manufacturer or trader may not possess the knowledge of 
^conditions prevailing in markets abroad or in home markets situated 
distant places. In such a case a local agent in these markets w.l 
1 be of much help in selling the goods (on behal. of the trader) 
“'"profitably. Apart from this, when the distance between the seller 
" ^dljnd the prospective buyer is much, the seller can ensure prompt 
delivery to and regular contacts with the buyers when he keeps his 
stock with such local agents and distribute through them. 

^tstioctioo between ‘Sale’ and ‘Consigooieat’ 


Points of 
Distinction 


* y jWC l- Ownership 

ft*- * isk 

'3. Relation 
jt: jfli Call Back 


.d’tSO.^rder 



Ownership is passed on to 
the buyer. 

Risk is transferred to buyer. 


Relation is that of a buyer 
and seller. 

Goods once sold cannot be 
called back from the 
customer. 

There must be order from the 
buyer. 


Consignment 


Ownership is not passed on 
to the Agent. 

Risk is not transferred to the 
consignee. 

Relation is that of a Princi¬ 
pal and Agent. 

Goods sent to the consignee 
can be called back. 


There is no order from the 
consignee. 
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Common Terms 

J. Commission. Remuneration or reward payable to the 
agent lor his scivices is termed as commission which is generally a 
fixed percentage of gross sales proceeds. It may be ‘ordinary com¬ 
mission 9 or ‘Special Commission 9 . Unless otherwise mentioned, 
commission means ordinary commission' and it should be calcula¬ 
ted on “gross sales proceeds.” 

2. (a) Del Credere Commission. It is a special commission 
payable by the consignor to the agent in consideration of agent's 
special services, viz., undertaken by him risk of bad debts arising out 
of credit sales. Thus ‘del credere commission' is regarded as payment 
for an ‘insurance’ against the risk of bad debts. Once such special 
commission is paid to the agent, the responsibility of assuming bad 
debts lies on the agent and consignor receives the total amount ol 
the “gross sales proceeds’ whether actually recovered by the agent or 
not. Such commission is generally payable on the total sales, unless 
otheiwise stated specifically. 

(b) Over-riding Commission is extra commission in addition to 
normal commission. This commission is generally offered when hew 
line of goods is introduced or when new market is to be won. 

3. Proforma Invoice. It is a statement containing the details 
of goods consigned. It gives the particulars as regards quality, 
quantity and price of goods consigned, details of any expenses incur¬ 
red and also, sometimes, the mode of marketing. 

4. Expenses of Consignment. These expenses are of tvso 
types (a) Recurring and {b) Non-recurring. These expenses may be 
incurred either by the consignor himself or by the consignee (on 
behalf of the consignor). All those expenses which are made to 
bring the goods to the place of Agent are of non-recurring nature. 
Such expenses are geneially incurred on the whole consignment. All 
other expenses are recurring expenses. 

I. Non-recurring Expenses : Expenses incurred upto the time 
the goods are brought to the selling place of the consignee. 



(o) Incurred by the Consignor 


(6) Incurred by the Consignee 


(i) Packing 

(tf) Carriage or cartage 
(iii) Dock Dues 
•/ 1 ) l ading Charges 
O) i rcight 


(/) Unloading Charges 
(//) Dock Dues 
(iff) Import or Customs Duty 
( iv) Octroi 

(i ) Carriage to his place 


( vi) Insurance (Marine) 
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CONSIGNMENT ACCOUNTS 

The above 

" " f '• flWVC " ,A ‘ Co " 

of goods at the point of sale. 

„ R,»™.E E,p«.«. : *■— ,W 

have reached the place of the consignee. _ 


(a) Incurred by the Consignor 


b) Incurred 09 1 he Consignee 


(ft Bank Charges for discounting 
( Bills, Drafts and Cheques re¬ 
ceived from Consignee for 
payment of Sale proceeds 

(It) Expenses incurred on damag¬ 
ed goods received back 


(/) Warehouse Charges 
(ff) Insurance (F ; re) 

(Hi) Brokerage 
(h) Auction Room 
(?) Advertising 
(wl) Salary 

(wli) Expenses on gooas returned 
(ri/) Expenses on goods damaged 

(c) Commission deducted by the 
Consignee 


(The expenses as in II (a), (*), and (c) above arej, «UeJ 
Recurring Expenses, which are Selling Expenses, and, therefore, do 
not form apart of cost price of goods.) 

5 Account Sales. Either on the completion of the consign¬ 
ment or periodically, the consignee submits to consignor a statement 
in connection with the consignment during the E”®** £ 

Such a statement is called an Account Sales (A/S) and its contents 

are : 


(a) Gross Sales Proceeds ; 

(b) Expenses incurred for receiving and selling the goods ; 

(c) Commission of the consignee ; 

(d) Advance Remittances, if any, made ; 

( e ) Remittances, if any, made along with the Account Sales. 

It should be noted that the consignor makes entries in his 
books in connection with the transactions of the consignee only alter 
he receives the Account Sales from the consignee. 

PPA-II/J 
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CONSIGNMENT ACCOU TS 


-Accounting Procedure 

Consignment transactions are recorded by two parties, viz. % 
by the consignor and by the consignee. In order to ascertain 
the net profit or loss relating to consignment outwards, the 
consignor keeps separate account for each consignment and the 
account is headed as “Consignment to.Account” or “Con¬ 
signment No. Account” etc. Such consignment account is 

not a personal account but a nominal account. In fact it is_„a 
Special Trading and Profit A Loss Account, the result of which 
(either profit or loss) is transferred to General Profit and Loss 
Account. Goods sent to the consignee are not treated as sales and 
such “consignee” is not treated as Debtor. Therefore, when the 
.#oods arc sent to the agent, his account is not to be debited. 
lw\ ad. Special Trading and Profit and Loss Account, viz., Consign¬ 
ment Account is to be debited with the amount of goods sent 
and expenses incurred. The consignor also keeps his agent’s account 
so as to know as to how much is receivable from him or payable 
to him. 

Inward Consignment is exactly reverse of the consignment 
ostv.-ards wherein the consignee keeps either only one account that 
of h.t consignor or sometimes two accounts, viz.. Consignment In- 
> >v. Account and Consignor’s Account. He may maintain the 
citr-v. accounts such as “Consignment Debtors” or “Cash” or 
“Kids Payable” or “Consignment Expenses Accounts”, etc. which 
atr. of less importance. 

(1) Difference between Inward Consignment and Purchases 

(i) In Inward Consignment though actual possession of the 
goods is received, ownership remains with the Consignor. 
But in purchases both the possession and ownership are 
received. 

(ii) Relationship between the parties is Principal and Agent 
in Inward Consignment transactions whereas Creditor and 
Debtor in Purchase transactions. ® 

The following table explains the whole procedure of account- 
ing the consignment transactions in the books of the consignor and 
the consignee. 




Entiles in the books of Consignor I Entries in the books of Consignee 
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CONSIGNMENT ACCOUNTS 


Consignment Inwards Account : Following are the entries in 
the books of consignee where the consignee opens consignment 
Inwards A/c : 


I. For foods received : 

Consignment Inwards'A/c 
To Consignor A/c 


2. For expenses paid on consignment : 

Consignment Inwards A/c Dr. 
To Cash/Bank A/c 

3. For advance, if any sent : 

Consignor A/c Dr. 

To Bank/Bills Payable A/c 

4. For cash sales : 

Cash/Bank A/c Dr. 

To Consignment Inwards A/c 

5. For Credit Sales : 

Consignment Debtors A/c Dr. 

To Consignment Inwards 

A/c 

For collection from Dthtors : 

Cash/Bank A/c Dr. 

Consignment Inwards A/c 

(Discount) Dr. 

To Consignment Debtors A/c 


7. For Bad Debt Loss : 

(a) Where del credere commission 
Is not received 

Consignment Inwards A/c Dr. 
To Consignment Debtors A/c 


( b ) Where del credere commission 
is received : 

Bad Debts A/c Dr. 

To Consignment Debtors A/c 

8. For goods taken for self: 

Purchases A/c Dr. 

To Consignment Inwards A/c 

9. For commission receivable : 

Consignment Inwards A/c Dr. 

To Commission A/c 


10. For closing stock A for returns : 

Consignor A/c Di 

To Consignment Inwaids A/c 

11. For Balance of Consignment 
Inwards He : 

Consignment Inwards A/c D 

To Consignor A/c 


Consignor A/c Dr. 

To Consignment Debtors A/c 
(as the case may be) 


12. For settling consignor's ale : 


Consignor A/c Dr. 

To Bank/Bills Payable A/c 


CONSIGNMENT ACCOUNTS 

PROPORMA CONSIGNMENT ACCOUNT 
n. Consign ib«iI t®... Attomat. 


Particulars 


I 1 ^ 


To Consignment Stock 

(Opening Stock) . _ 

To Goods sent on Consignment 

To Cash/Bank 

(Expenses incurred by the 
consignor for consign¬ 
ment! 

To Agent/Coo.lgnee 

(Expenses incurred by the 
Agent for the consign¬ 
ment)^ . 

To Agent/Cooslgnee 

(Commission payable to 
the agent) 

To Stock Reserve* 

(Difference in value of 
closing stock marked at 
proforma invoice price) 

To Goods sent on Consignment* 
(Difference in value of 
goods returned by the 
agent when such goods are | 
sent at invoice price) 

To General Profit and Loss 
Account 

(Consignment profit trans¬ 
ferred to P & L A/c) 


Particulars 


Agent/Cooslsoeo 

(Amount of Salt 


by the-Agent) 

By Goods sent oo Consign¬ 
ment 

(Returned by the Agent) 
By Abnormal Lose 

(Accidental loss of goods 
whether insured or not) 

By Consignment Stock 

(Value of Closing Stock 
with proportionate non¬ 
recurring expenses) 

By Stock Reserve* 

(Difference in value of 
opening stock marked at 
proforma invoice price)- 
By Goods sent on Cooslgn- 

(Differencc in value of 
Goods sent on consign¬ 
ment at proforma invoice 
price) 


Notes 1 . When the goods are invoiced at a price higher than the cost 
, price, the difference bet weenie invoice price and the cost price must be 
adjusted as above. 

2. discount on Bills Discounted can be debited to consignment 
account aUc. 


Accounting Methods 

There are three methods of accounting - consignment trans¬ 
actions. They are : 

(I) Cost Price Method ; 

(II) Invoice Price Method ; and 1 These two are expte.it- 

(III) Memorandum Column Method J ed in Vol. II. 

I. COST PRICE METHOD 

Under this method goods are forwarded at Cost. The con¬ 
signee is expected to sell them at reasonable price, keeping in view 
the cost price. 
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ILLOS**ATIVE PROBLEM NO. 1 (Without Closing Stock) 

Atlas Cycle Co., of Sonepat sent on consignment to C. 
Cheddha of Hubli 100 cycles, invoiced at Rs. 180 each, on January 
8 , 1971. At the same date they pay by cheques the following 
expenses thereon : Carriage Rs. 320 ; Insurance Rs. 80 ; and Sundries 
Rs. 180. On January 15 they receive a Bill at three months from 
G. Cheddha for Rs. 1,2000. On March 4th C. Cheddha sends an 
Account Sales showing that the Cycles have realised Rs. 270 each, 
and that he has deducted Expenses Rs. 420 (Carriage Rs. 160 ; 
Warehousing Rs. 180 ; and Sundries Rs. 80), and commission at 
10 % on sales. 

You are required to—- 

(a) Prepare the Account Sales, and 

( b ) Enter the transactions in the books of both the parties 
and balance the Accounts on March 31. 

Solution : 

(a) Account Sales of shipment of 100 cycles received from 
Atlas Cycle Co., Sonepat, to be sold on their account and risk. 
Rendered by C. Cheddha. Coin Road. Hubli 


A.C .S 

C.C.H. 

125/250 


100 Cycles at Rs. 270 each 
Deduct : 


Rs. 

27,000 


Carriage 

Rs. 

ieo 

Warehousing 

Rs. 

180 

Sundries 

Rs. 

80 

Commission at 10% on 



Rs. 27,000 

Rs. 

2,700 


Net Proceeds 

Less Bill sent on account 

Net amount due 


3,120 

23,880 

12 , 000 . 

11 , 880 ™ 


E. & O. E. 
<*> 

1971 

Jan. 8 


C. Cheddha, 

Hubli, 4th March, 1971 

Entries in tbe books of Atlas Cycle Co , Sonepat (Coosignor) 

JOURNAL 


Consignment to Hubli a/c Dr. 

To Goods sent on Consignment a/c 
(Value of 100 cycles consigned to C. 
Cheddha of Hubli, at Rs. 180 each) 

Consignment to Hubli a/c Dr. 

To Bank a/c 

(Expenses paid by cheque for Carriage. 
Insurance and Sundries) 


Bills Receivable a/c 
To C. Cheddha’s a/c 
(Received in acceptance at 3 months as 
advanc£x>n consignment) 


18,000 


18,000 


12,000 


12,000 


it 


CONSIGNMENT ACCOUNTS 


March 

4 

c. Cheddha's a/c 

To Consignment to Hubli a/c 
(Gross proc&ds of 100 Cycles as per 
Account Sales dated today)_ 

Dr. 


27,000 

420 

2,70° j 

5,300 

27,000 

»» 

4 

Consignment to Hub!i a/c 

To C Cheddha s ale 
(Expenses incurred by him 

Warehousing & Sundr.es, as per A/S) _ 

Dr. 


420 

i 

»* 

4 

Consignment to Hubli a/c 

(csasffli ~ ».» - 2“ 


2.700 

»» 

31 

Consignment to Hubli a/c 

To Profit and Loss a/c 

(Profit on consignment transferred) 

Dr. 


5,300 

March 

31 

Goods sent on Consignment a/c 

To Trading a/c 

^Transfer of balance to Trading a/c) 

Dr. 


18,000 

1 

I 

18,000 


LEDGER 

Goods sent on Consignment Account 


ur 

- 7 — 

March 31 

To Trading ale 

Rs 

18,000 

Jan. 8 

i 

By Consignment 
to Hubli a/c 

Rs. 

18,000 



18,000 



18,000 


Consignment to Hubli Account 


1971 
Jan. 8 

To Goods sent on 
Consignment 

Rs. 

18,000 

1971 

March A . 

By C. Cheddha 

Sale Proceeds 

Rs. 

27,000 

,.8 

To Bank 

Expenses on 

Carriage Rs. 320 
Insurance „ *0 

Sundries ,, lw 

• 

580 




March 4 

To C. Cbeddba 

Expenses on 

Carriage Rs. 160 
Warehous¬ 
ing Rs. 180 

Sundries Rs. 80 

420 





To C. Cheddha 

Commission at 

10% on Rs. 27,000 

2,700 




„ 31 

To Profit & Lo«s a/c 

5,300 






27,000 



27,000 
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CONSIGNMENT ACCOUNfS 


Dr. 

March 


To Co—Igamcnt 
to Habll a/c 

(Sale Proceeds) 


C. Cbeddha's (Hubli) Account (Consignee) 


Rs. 


April 1 To Balance b/d 


27,000 


27.000 



Jan. 15 

March 4 

By Bills Receivable 
(Advance) 

By Consignment to 

Hubli a/c 

( Expenses) 


By Consignment to 

Hubli a/c 

(Commission) 

..31 

By Balance c/d 


Records io the Books of C. Cbeddha Habll (Consignee) 

JOURNAL 


Rs. 

12.000 


2,700 

11,880 

27,000 



Jan. 15 Atlas Cycle Co.’s a/c Dr 

To Bills Payable a/c 
(Sent our acceptance as advance against 
consignment received from them) 

March 4 Atlas Cycle Co.’s a/c Dr 

To Bank a/c 

(Expenses paid on consignment from them) 

March 4 Bank a/c Dr 

To Atlas Cycle Co.’s a/c 
(Sale Proceeds of 100 cycles consigned by 
Atlas Cycle Co.) 

» 4 Atlas Cycle Co’s a/c Dr. 

To Commission a/c 

(Commission earned at 10% on Rs. 27,000 
due from them) 


Rs. Rs. 

12,000 

12,000 


27,000 


2,700 


27,000 


2,700 


1971 
Jan. 15 
March A 
March A 
Mar. 31 


LEDGER 

Atlas Cycle Co *s (Sonepat) Account (Consignor) 


To Bills Payable a/c 
To Bank (Expenses) 
To Cooaissioa 
To Balance c/d 


Rs. 1971 

2,000 March 4; To Bank (Sale 
420 ! Proceeds) 

2,700 | 

1,880 


April 1 By Balance b/d 1 
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CONSIGNMENT ACCOUNTS 


Notes : 1. 


2 . 


3. 


Consignee’s account and Consigns ^oun^stow the 
same balances (on opposite sides). T s s 
what is due from consignee is the same as wna p y 
able to consignor 

Only important ledger accounts are given in the 

This is the usual practice also from the examination 

point of view. 

In the above illustration all the goods are sold byUj* 

closIn^^Con^ig^imenTacc^um^^fre^jentl^^there 

forsuchctting^ock is ‘explained and illustrated in the 
following pages. 


Valuation of Closing Stock 

While closing the Consignment Account va^e of Closing 
Stock, if any, must be taken into account. Otherwise ‘be amount 
will be incomplete, incorrect and will not reveal the correct resul o 
the Consignment. 

The valuation of consignment stock is done on the same lines 
as ordinary stock. That is, it is valued either at market price or 
cost price whichever is less. However, cost price includes al1,h °** 
non-recurring expenses incurred by the consignor as well as b> 
consignee. Expenses incurred by the Agent after the goods are 
brought to the godown or shop are not to be considered. 


The correct method of valuing the closing stock is to add to 
the cost price of unsold goods the proportionate non-recurring expen¬ 
ses incurred upto the time the goods are brought to the place oj the 
consignee , whether paid by the consignor or consignee. Any other 
expenses paid by the Agent after this time or point should not be 
considered. The cost thus ascertained is the value of consignment 
stock if it is less than the market price of such unsold stock. 


In other words, closing stock should be valued as under : 


Cost price of 
Closing Stock 


} f Proportionate Non-recurring Expenses OR, 
-f -J Proportionate Expenses charged on the whole 
consignment. 


OR 

[ Total cost of T [“Total amount of 
Goods consigned J L iNon-recarring expenses 

Cost (or quanti ty) of Clo sing Stock 
x Total Cost (or quantity) of goods consigned 
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The Closing Stock is recorded by the following entry : 

Journal of the Consignor 

-J— - | / R'. 

Consignment Stock a/c Dr * 

To Consignment a/c 

(Being the value of unsold stock on the 

consignment) 


Since unsold stock with the consignee is not his own stock, the 
corsiencc does not record the same in his book. He simply maintains 
a Memorandum Record of such Consignment stocks with him. 

It I.USTRAT1VE PROBLEM NO. 2 

Shri Bchram of Bombay consigned 500 bales of dothi at 
Rv 5 000 each to Shri Sadiq of Srinagar paying freight Ks. /,3UU 

... o COA Ckrl Co.iio rpppit/Pii thP COllsidimeilt 


and other expenses Rs. 2,500. Shri Sadiq received the consignment 
bv oavina Rs 5 000 for freight, octroi, carriage etc Shn Sadiq 

1 * • n _ a sr\i\ U no it nlit! SO UlilCS ill 


hv panne tvs- -.- . CA . . 

sold 350 bales at Rs. 2,500 per bale on credit and 50 bales at 
R*?. 2.200 each for cash. He incurred Rs. 2,000 as selling and other 

expenses^ rcm j Uc< | L h c amount due to Shri Behram after 

deducting all expenses and his commission @l\/o and del cicdcre 

U "^Write necessary accounts in the books of both the parties and 
show the valuation of consignment stock and calculation of 

commission. 

Soluti on and Notc« qf shr| bfhraM of eoMBY 

Dr l. Consignment to Srinagar Accoont _ _ ^ 


To Goods sent on 

Consignment 


To Bank 

Freight 


To Sadiq 

Freight. Octroi 

Setting Expense 


To Sadiq 


7J% 

•Del credere com- 


To Gcnl. P & L 
A/c 

(Profit Trans¬ 
ferred) 


Rs. 

j 

Rs. 

10.00.000 

1 ! 

7.500 ; 

2.500 

•10,000 

•5,000 

2,000 

1 1 " ~ 

7,000 

j 

\ 73.875 


4,925 

" 

78.8C0 


92,200 

• _ 

Rs. 

11,88,000 


Py Sadiq R*. »<*• 

Credit Sales 
Proceeds 

350x2,500 8,75,000 

Cash Sales 
Proceeds 

50x2,200 U 0,000 9,85,000 


By Consignment 
Slock 

(If Ox 2.000) 2,00,000 
Add Propor¬ 
tionate Ex¬ 
penses (1/5 ) 3,000 2,03,00 0 


11,88.0 <3 
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CONSIGNMENT ACCOUNTS 

Dr 2. Goods sent on Consignment Account 


Cr. 


D$ | 

10,00,000 i By Consignment account 


To General Trading account 

-3. Sadiq of Srinagar Account .Consignee) 


Rs. 

10,00.000 


To Consignment a/c 
(Sale proceeds) 


Rs. 

Rs. 

9.85.CC0 

By Consignment 
Freight, octroi 
Selling expenses 

Rs. 

5,000 

2.000 

| 


By Consignment 

Ord. Commission 
Del. Cedcre 
Commission 

73,875 ! 

4,925 

1 

i 


By Bank 

(Difierence) 

1 

1 


9.85.000 


1 


Cr. 

Rs. 

7,COO 


78,800 

8,99,200 

9,85,000 


4. Consignment Stock Account 


Cr. 


» • 

! 

Rs. 

Rs. 


Rs. 

Rs. 

To Consignment a/c 


2,03.000 


-1_..V 



UUEJl kj r anuiy ---- 

Behram of Bombay's Account (Consignor) 


To Bank 

Freight, Octroi 
Selling Expenses 

Rs. 

5,000 

2.000 

Rs. 

7,000 

By Consignment 
Debtors 
(Credit Sales) 

By Bank 

(Cash Sales) 


Rs. 

To Commission 

-t O Q*Tc 



9,85,000 

Ord. Commission 
Del Crcdoro 
Commission 

73,875 

4,925 

78.8C0 




To Bank 

(Difference) 


8,99,500 




Rs. 



Rs. 

mm 


Notes : 1. Del Credere Commission should be calculated on the 
total sales (i.e., both cash and credit sales) unless other¬ 
wise mentioned specifically. 

2. 100/500th of the non-recurring expenses are added to 

Consignment Stock. 

iLLUSTRATIVE PROBLEM NO. 3 

On January 1, 1970 A. David of Trinidad consigned to E. 
Prasaima of Bangalore, 90 cases of sports goods which cost Rs. 180 
each. He paid Rs. 180 for insurance and Rs. 900 for freight. L. 
Prasanna is entitled for a commission of 10% on gross sales. 
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E Prasanna received the consignment on 15th January and 
sent him 30 days Bill for Rs. 5,000 as advance to A. David who 
discounted the same for Rs. 4,950. 

On opening the cases, he found 10 cases of wrong description 
and returned them paying return freight of Rs. 200. 

The transactions of E. Prasanna, upto 30th June, 1970 were 
as under: 

(I) Cash Sales of 50 cases @ Rs. 360 eacn. 

(If) Credit Sales of 10 cases @ Rs. 380 each. 

He received from the debtors Cash Rs. 3,200, allowed 
discount Rs. 100 and incurred bad debts Rs. 500. 

(IN) He took 10 cases into his own stock @ Rs. 360 each. 

(IV) His other expenses were: Rent Rs. 360 and Carriage 
Outwards Rs. 300. 

E. Prasanna sent a cheque for thebalance due. This cheque 
was encashed by A. David by paying Rs. 60 as bank charges. 

Show the important ledger accounts in the books of A. David 
and write journal entries in the books of E. Prasanna. 


Solution and Notes s _ , 

LEDGER OF A. DAVID (Consfgoor) 

Consignment to Baogalore Account 


Dr. 


1970 
Jan. 1 


1 


15 

June 30 

.. 30 

30 
„ 30 
.. 30 


Cr. 



Rs. 

1970 


To Goods sent on 


Jan.15 

By Goods sent on 

Consignment a/c 

16,200 


Consignment a/c 

To Bank a/c 



Returns 

Expenses : 
Insurance 180 


June 30 

By E. Prasanoa’s a/c 

Freight 900 

1,080 


Cash sales 18,000 
Credit sales 3,800 
Sales to 




To E Pra<anna‘s a/c 
Freight on goods 



himself 3,600 

200 



returned 



To E. Prasanna’s a'c 


30 

By Consignment 

Discount allowed 100 

1 


Stock a/c 

Bad Debts 500 

600 



To E. Prasanna *s a/c 




Rent 360 

Carriage 300 

660 



To E. Prasanna’s a/c 

2,540 



Commission @ 



!0%on sales 




To Bank Charges a.c 




Collection charges 

60 

7,795 



of cheque 

To ProBt & Loss a/c 




29.135 




-3» = 




Rs. 


1,800 


25,400 


1,935 


29,135 


~~ •N'o-wcci.rrin« Expenses. Rs. 1.080. If discount on B/R, Rs. 50, is 

L ., lu .• • , consignment a/c. the profit will he Rs. 7/Ms. 



CONSIGNMENT ACCOUNTS 

Dr Goods Sent oo Consignment Account 


1970 
Jan 1 

To Consignment 
to Bangalore a/c 
Returns 

Rs. 

1,800 

1970 
Jan. 1 

Bj Consignment to 

Baoalore a/c 

June 3 

To Trading a/c 

(Transfer) 

14,400 





16.2C.0 




Rs. 

16,200 



w 


Bills Receivable Accouut 


Rs. 




Rs. 

June 15 By Bank 

4,950 

By Discount 

50 

5,000* 


Dr. ' 


5,000 


E. Prassana (Consignee) Account 


June 30 To Consignment to 
Bangalore a/c 

Sale Proceeds 


Rs. 

Jan. 15 

25,400 

.. 15 


June 30 
„ 30 


.. 30 

25,400 





(Advance) 
Consignment to 
Bangalor a/c 
Freight on Returns 
Discount allowed 
Bad Debts 
Rent 
Carriage 
Commission 


Rs. 

5,000 


200 

100 

500 

360 

300 

2,540 

16.400 

25.400 


Notes : 1. 

2 . 


The goods returned are to be valued at cost only 10 
cases returned @ Rs. 180=Rs. 1,800. 

Discount Charges on the Bill received as an advance is 
treated as general expenditure and is to be debited to 
P&L A/c. 

Bank Charges on the Cheque received is debite-, u 
Consignment account because it is the expense on \>u< 
particular consignment. 

Valuation of Consignment Stock : 

Total Cases sent 90 

Less Cases Returned 10 

Less Cases Sold 70 80 


Unsold Stock 10 Cases 








CONSIGNMENT ACCOUNTS 


Value off Stock : 

10 Cases at Rs 180 -Rs. 1,800 
Add Prop. Expenses Rs. 135 

♦Total Rs. 1,935 

= = = 

•Proporiionaie Expenses of Rs. 1.0*0 should be charged to 80 cases and 
not od 90 cases since 10 cases are returned. 

Prop. Expenses —10/80x 1,080*= 135. 

5. Commission is to be charged on Sales to outsiders as 
also on goods taken by the consignee for himselt, !•«.» 
10% on the total sale proceeds of Rs. 25,400. 

6. Since the Consignee is not paid del credere commission, 
the Bad Debts should be borne by the consignor and 
hence, debited to Consignment account. The corres¬ 
ponding credit should be in consignee’s account because 
he is debited for the credit sales. So far as Discount 
Allowed is concerned, whether the del credere commis¬ 
sion is paid or not it should be debited to consign¬ 
ment account because it is an expense and not a loss. 


Entries in the books of Consignee 

Journal of E. Prasanna (Consignee) 


Jan. 15 A David’s account E 

To Bills Payable account 
(Sent our draft as advance against consign¬ 
ment from him) _ 

„ 15 A. David account E 

To Bank account 

(Freight on 10 cases returned to bim)^ 

June 30 Bank account \ 

Consignment Debtors account r 

Purchases account 1 

To A David’s account 
(Being Cash Sales of 50 cases at Rs. 360, 
credit sales of 10 cases at Rs 380 and 
10 cases taken into our stock at Rs. 360) 


Bank account 
A. David’s account 

To Consignment Debtors account 
(Cash received from debtors and Discount 
Rs. ICO and Bad Debts Rs. 500 charged to 
David’s a/c) 


f , 30 A. David’s account 

To Hank account 

(Expenses on Rent Rs. 360 and Carriage 
Rs 3 JO on sale of Goous received on 
consignment from him) 


Rs, Rs. 

5,000 

— 5,0C0 


200 — 

— 200 


18,000 — 

3,800 — 

3,600 — 

— 25,400 


3,800 




CONSIGNMENT ACCOUNTS 


To Commission account 2,540 

(Commission due @ 10% on sales 
Rs. 25,400) _| 

30 A David’s account ,w,,ww 

To Bank account — IO » w 

(Cheque sent for balance due) j 

Illustrative Problem No. 4. (With Del Credere Commission aad 

B * d *Nfr S Anand of Ambala sends a consignment of the value of 
Rs. 20,000 to Mr. Bimal of Bikaner, drawing on the latter for Rs^ 
8 000 as an advance against the same. Anand also pays Rs. /OO 
for freight. Rs. 100 for carriage and Rs. 150 for insurance. Bimal 
clears the goods by paying Rs. 100 for Jading charges, Rs. 60 for 
octroi and Rs. 150 for carriage towarchoi.se. Bimal sells on 
credit half the consignment for Rs. 16,800 of which he received only 
Rs 16.000, his bad debts amounting to Rs. 600 and discount being 
Rs. 200. Half of the remaining consignment is sold for cash at Rs. 
8,000. Bimal's recurring expenses amounted to Rs. 500 and he is 
to be paid 5% commission and 2% del credere commission. 

Bimal remits the balance due to Anand by Bank Draft, 

Open the • ecessary ledger accounts in the books of Anand and 
write journal er.i <vs in the books of Bimal. 

Solution and Notes : . 

LEDGER OF MR. ANAND OF AMBALA 
Dr. 1 - Consignment to Bikaner Account Cr 



20,C00 By Bimal 

Credit Sales 
1 Cash Sales 

By Consignment 
Stock at Cost 
Add Prop, Exps. 


To Goods sent on 
Consignment 
To Bank 

Freight 

Carriage 

Insurance 

To Bimal 

Lading Charges 
Octroi 
Carriage 
Cash Discount 
Recurring Exps. 

To Bimal 

Commission @5% 
Del Credere* 
Commission @2% 

To Genl. P. & L a/c 
(Profit Transferred) 


PPA 1*F4 ' Credere Con,rn * ss i on calculated on "Gross Sales". 



24,800 


5,000 

31? I 5.315 


i 
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By Coasigomcn: 


To Trading Account 


4. Consignment Stock Account 


Rs. ' ' 

5.315 By Balance c/d 


5,315 


5. Bills Receivable Account 


— 

Rs. • 


To Bimal't a/c 

8 .C00 | 

1 


(Advance) 

. . 


Jourral of Bimal 


• Aland's a/c 

To Bills Payable a/c 

| (Sent our acceptance as advance against 
| consignment from him) 

Anand’s a/c 

To Bank a/c . .. r 

I (Paid against consignment from him, tor 
I 1 idino rharires Rs. 100 ; for Octroi 


I 

rv. 


Rs. | Rs. 

8,000 . 

— i 8,000 


810 1 — 

— i 8IO 


2. Bimal of Bikaner Account 

Rs R^ 

By Bills Receivable 

; 16,800 (Advance) 

8,COO 24.8C0 By Consignment 

_ Lading Charges 

Octroi 
Carriage 
Cash Discount 


By Con-igomcnt 
Commission 
Del credere 

Comrr.iS'ior. 

j By Bank 

(Balance; 


l 1,240 


Recurring Vxps. j 500 1,010 


496 1,73ft. 


14.054 


3. Good* sent on Consignment Account 


Dr. 


To Consignment 
Credit Siles 
Cash Sates 







5NSI-5NMHNT ACCOUNT* 
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Hi i k a/c 

1 Consignment Debtors a/c 

To Anand’s a/c , . . _ 

1 (Sale of goods received in consi#Di»tat from 
! Anand : Credit Sales R*. 16,800 and Cash . 
Sales Rs. 8,000) 

Dr. 

Dr. 


8,000 

16.800 

| 

i 

| 24.800 

Bank a/c 

Bad Debts a/c 

Anand's a/c 

To Consignment Debtors a/c 
(Received Cash Rs. 16,000. disoouBt 

Rs. 200 (charged to Anand) and Bad Debts 
i incurred Rs. 600) 

Dr. 

Dr. 

Dr. 

• 


16,000 

600 

2CO 

16,800 

! Anand’s a/c . 

To Commission a/c 

To Del Credere Commission a/c 
(Commission due @ 5% an all Sate* Rs. 34,800 
and Del Credere Commission O 2 A on 

Gross Sales Rs. 24,800) 

Dr. 


1,736 

1,240 

496 

i 

Anand’s a/c 

To Bank a/c , . _ . . 

(Sent a Bank Draft in settlement of ms a/c) 

Dr. 


14.054 

14,054 

Del Credo*e Commission a/c 

To Bau Debts a/c 

(Adjustment of special Commission 
earned, against the Bad Debts Loss) 

Dr. 


496 

496 

Profit ana Loss a/c 

To R'lCi Debts a/c 

(Balance on Bad Debts a/c wrtten off) 

Dr. 


104 

104 


tes : 

Value o' Closing Stock : Rs. 

Goods Sent 20.000 

Less 50% Credit Sales i0,000 

Balance KV000 

Less 50% of the balance as Cash Sales 5,000 

I hcrefoi e. Cost of Stock 5,000 

Add Proportionate Non-Recurring 
Expenses incurred by both 
Anand and Bimal 

■J'f950+I00+60 4-I50J _ 

Therefore Value of Stock 5,315 


Cash Discount is *-.r. expense to bo boms by the consignor. 



22 


CONSIGNMENT ACCOUNTS 


<3) 


Bad Debt is a loss to the consignee. When del 
commission is paid to him, it is his responsibility. 


cred 




H. INVOICE PRICE METHOD 


Many a time goods are consigned at a price higher than their 
cost price. The intention behind pricing the goods at a higher price 
discourages the consignee from resorting to dishonest practices. The 
real value of the goods is not revealed to the agent so that he should 
not be induced to buy the goods for himself and then make profit out 
of it. If the agent comes to know about the true value of the goods, 
he may actually sell the goods at the market price but may render 
the account sales to the consignor at much lower rates than the 
prices actually received. Therefore, the consignor may feel that it 
is not desirable to tell the actual cost of goods consigned to the 
consignee. Under such circumstances, he may invoice the goods at 
a value higher than their cost. Such a price is called “Invoiced 
Price” or ‘‘Selling Price.” 


Leading 

The difference between the ‘Invoice Price* and the ‘Cost Price* 
of the goods is known as loading. When certain percentage is added 
to the cost price we get the invoice or selling price. The amount 
so added intentionally to the cost price is loading. Such loading is 
found only in the following items : 


(i) Consignment stock at the beginning ; 
(it) Goods sent on consignment ; 

(Hi) Goods returned by the consignee ; and 
(iv) Consignment stock at the end. 




Methods of Calculating Loading 

(I) Where Invoice Price and Cost Price are given 

Loading is the difference between “Invoice Price” and “Cost 
Price’*. As such when these two prices are given the difference 
between them is loading, 
e.g. if Invoice Price is Rs. 90,000, and 
Cost Price is Rs. 60,000, then 

Loading is Rs. 30,000 (/.*., Rs. 90,000-Rs.60,000). 

<II) Where Cost Price is given and Invoice Price is fixed at certaia| 
percentage above the Cost Price 

Since Invoice Price is marked at cenain per cent above c 
price, % the percentage itself is'the loading, 
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e * , if ‘Cost Price’ is Rs. 60,000 and the ‘Invoice Price’ is 50% 
above the Cost Price, then ‘Loading’ is 50% of Cost Price, 
which is Rs. 30,000 (i.e., 50% of Rs. 60,000), 

Invoice Price is Rs. 90,000 (Cost Price +Loading). 

mj) Where Cost Price is given and Invoice Price is to be so madi 
' as to give a certain per cent of profit (Loading* on Selling Price 
(i.e., on Invoice Price), 

e g., if Cost Price is Rs. 60,000 and Invoice Price is to be fixed 
to give a profit of 33J% on Selling Price (Invoice Price), 

then loading or profit is calculated as under : 

If Invoice Price (Selling Price) is.— ...Rs. 100 


then Profit or Loading required is.Rs. 33J. 

Therefore, Cost Price must be..Rs. 66 J. 


Since cost price is given in the example, loading on cost price 


is to be calculated. 

i 

, Thus. 

if Cost Price is-.—.Rs. 66 J 

Loading or Profit is.Rs. 33J 


which is 50% of the "Cos< Price". 


Loading on Rs. 60,000 is 50% of Rs. 60,000 
= Rs. 30,000 OR 


60.000 x 


33* 

665 


= 30,000 


Invoice Price is Rs. 90,000 (i.e., Rs. 60.000 +Rs. 30,000,. 

(IV) Where Invoice Price is given which is made at a certain per 
cent above cost price 


When cost price is not given and loading is a certain per cent 
on "Cost Price", then calculation is to be made with the help of 
the Invoice Price which is available, e.g., if Invoice Price is 
Rs. 90.000 and Loading is 50% above cost price (which is not 
known*, then following formula is to be used : 

If Cost is Rs. 100 then Loading is Rs. 50 

• Invoice or Selling Price is Rs. 150 (i.e , Rs. 100 fRs. 50) 

Therefore, when Invoice Price is Rs. 150, 

Loading is Rs. 50, which means the loading is £ or 334% of 
Invoice Price. Thus when Invoice Price is Rs. 90,000, Loading 
is 33*% of Rs. 90,000= Rs. 30,000 Therefore, Cost Price H 
Rs. 60,000. 
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CONSIGNMENT ACCOl/NTS 


ns I 

x 


Accounting Procedare 

The consignment transactions are to be recorded in the same 


manner as discussed, in the preceding pages with the exception t hat 
(a) consignment slock at the beginning and at the end, and (b) 
goods sent on consignment and goods returned by the agent should 
be .vcc.ded at “Invoice Price” initially and linaiiy the “Loading;* 
in such “Invoice Price” should be adjusted by the following addi¬ 
tional entries : 

(I) To remove the Load log la the Opeoiog Stork 


Stock Reservo account 

To Consignment account 
(For bringing down the value of Opening 
Stock to its cost price) 


Dr. 


Rs 


Rs. 


(II) To remove the Loading in the Goods sent oa Consignment 


I 


Goods sent on Consignment account 
To Consignment account 
I For bringing down the value of goods sent 
their cost price) 


Dr. 


to 


1 

Rs 

1 

1 

1 


Rs. 


(HI. To remove the Loading In Goods Returned 


Consignment account 

To Goods sent on Consignment a/c 
(For bringing down the value of goods 
returned to their cost price) 


Dr. 



(IV) To remove the Loading in Closing Stock 



Consignment account Dr. 

Tw Stock Reserve account 
(For bringing down the value of Closing 

Stock to its cost price) 



-— 


ILLUSTRATIVE PROBLEM NO. 3 

Pandit of ,Poona consigned to Suresh of Sholapur goods ofis 
the value of Rs* 15,000 and invoiced them so as to show 33J}£ 
profit on cost. 

Pandit paid Rs. 500 for freight and cartage and Rs. 100 rbr 
insurance. He drew aj}ill for Rs. 4,000 on Suresh as an advance, 
which was duly accepted by Suresh. Pandit discounted the Bill for 
Rs. 3,950. i 





CONSIGNMENT ACCOUUTS 

t Sih oftlMcgoods were sold by Sureshfor Rs. 16,000. His 
BApenses were Rs.3?0sn«l commission Rs. 320. ^uresh forwarded 

* ^ Assuming that original entries arc made at invoice price and 
co.isicnmcnt sfock is valued at rnvo.ee price, write necessary 
acto.fniTin the books of Panai. of Poona. Surest, ts required to 
maintain proportionate amount of advance with Pandit for the un- 

sold stock. 

Solution and Notes : 

l.l.DGKR OF PANDIT OF POONA 

Dr i. Consignment to Sholapur Account_ __ 


To Goods sent on 
Consignment a/c 
To Bank account I 

Freight & C ;irr»age 1 500 
Insurance *0° 

To Surest*'* account 
Fxpenses 
Commission 

To Con>ig..moot Stock • 
Reserve Account 
(Loading) 

To Oenl. P&L a/c 

(Profit ifnnfcft'rii-ui ; 


| By Surcsli's account 
» 20 (K0 I Sale*. Proceeds 
I By Consignment 


4,000 


600 • 

Add Prop. Lxps. | 120 


By Goods sent on 

1 

Consignment a/c 

i t»70 

<1 oading) 

• 

i ooo; 

| 

1 

j 2.850 * 

1 

I 

i 25.120 : 

i A •• V. ■) 

1 


16,000 

4,120 

5,000 


25,120 


Rs. :,c>go. 


Goods sent on C onsignment Account 


T» < onslgomcnt a c 
(Loading) 

'Io Gen. Tr»u*rg a.c 


To Consignment a/c 
(Sale Proceed^) 

To Balance c/d 

(proportionate 

advance for unsold 
sloe/, i.e. I oi* 

Rs. 4.000) 


t 

K». 

Rs. 


Rr 

Rs. 



5.000 

By Co.iSignnicnl a/c 


20,600 



| 15.000 







1 


20.0C0 

• 

Surcsh (Agent) of Sliolaptf Account 



i 

R>. 

RS 


i 

R*. 

• Rs. 

• 

■ 

1 16.COO 

By Bills Receivable a/c 


; 4,000 

i 


(Advance) 


! 


• 

i 

By Consignment a/c 


i 

1 


soo 

expenses 

350 

i 

i 70 

i 



! 

Commission 

320 

i 

i 


• 

»v P:.nk 


“12,130 

r 



. Sconcing lit,iire 1 




16.800 


By B.iut!\X> l'/d 


16.800 

800 
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4. Stock Reserve Account 


To Balance c/d 

Rs. j 


By Consignment a/c 
(Loading) 

Rs. 

Rs. 

1.000 



1,000 



l.COO 




By Balance c/d 

i 



Notes : (/) Proportionate non-recurring expenses are added to 

the value of closing stock. However, such expenses 
are not considered while calculating loading. Non¬ 
recurring expenses are Rs. 600. 

(ri) Calculation of Loading : 

(a) Invoice Price is 33$% above cost 

=Rs. 15,000-f33|% of Rs. 15,000=Rs. 20,000 
Loading in Goods sent on Consignment is 
Rs. 5,000. 

(b ) Value of Consignment Stock at Invoice Price is 
Rs. 4,000. 

If Cost Price is Rs. 100 ; Invoice Price is Rs. 100 
+ 33i = 133J. 

Therefore, when Invoice Price is Rs. 133 J ; 
Loading is Rs. 33$ which is $ of Invoice Price. 
Therefore, Loading in Rs. 4,000 is J of Rs. 4,000 
=Rs. 1,000. 

(iii) Loading of Consignment Stock temporarily transferred 
to Stock Reserve Account which will be cancelled dur¬ 
ing subsequent period. 

(iv) Loading of Goods sent on Consignment is transferred 
to “Goods sent on Consignment Account” first and 
then the balancing figure of that account is transferred 
to General Trading Account. 

(v) The advance given by consignee to consignor is always 
as a matter of security agr-rst goods lying with the 
consignee. Hence, in the c:.se of incompleted con¬ 
signment account, the consignee should not adjust 
the whole of the advance against part sales, but only 
proportionate amount in relation to the portion of 
sales only. An amount p«-cfc:t:onate to unsold goods 
must be treated as advance or security given to con¬ 
signor and so much should be kept to his debit as 
balance. Similarly, the consignor must keep so much 
amount in the credit of consignee account. « : ee also. 
Illustrative Problem No. 8) 
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CONSIGNMENT ACCOUNTS 
UXUSTBATIVE PROBLEM NO. 6 

Sunder Tables ifhey 

& Co., at Bangalore Onlst ^prUWl my j$ 20 » /o abovc 

%£&&'&£?&£ and P insurance. 

Basavraj & Co., received the tables^ and g P*“^ n average price 

freight, carriage and octroi Rs. 4 00. On 

of Rs. 340 per tab le, their total selling e^^p & bank draft after 

30th September they wnttecommission on sales which was fixed 
deducting their expenses an 20% of the amount realised 

at (a) 10% on the invoice price, plus W t /„ 
in excess of the invoice price. 

Prepare .he necessary ledge, accoum, in .he books of bo.h .he 
parties. 


Solution and Notes : 

LEDGER OF SUNDER TABLES LTD. 

1. Consignment to Bangal ore Account 


Cr. 


Dr. 


1971 
April 1 


Sept.30 




To Goods sent on 
Consignment (1) 
Ta Bank 
Packing, and 
Insurance etc. 
To Basavraj 
& Co. 

Freight etc. 


To Basavraj 
& Co. 

Commission (5) 

(а) 10% on In¬ 
voice Price 

(б) 20% on Ex¬ 
cess 


,. 3o| To Stock Re- 
serve (3) 
(Loading in 
Closing Stock) 
30 To General 
” ' P & L. a/c 

(Profit trans¬ 
ferred) 


Rs. ! Rs. , 
130.000 

1971 

>ept. 30 B 

1 

•500 

„ 30 E 

•1,000 
s 400 

1,400 

.,30 I 

2,1001 



560 

2,660 



1,500 

| 

i 

,! 


2,19< 

> 

_ 

38.25C 

| 


« ^-o. 

Sales Proceeds 

3? Consignment 
Stock (4) 

Add Prop. 
Expenses 

Bj Goods sent 
on Consign¬ 
ment (2) 

(Loading) 


Rs. i R 


70 x 
340 

9,000 

450 


23.800 


9.450 


5,000 


38,250 


•NRE—Rs. 500+Rs. l,000=Rs. 1 


500 


2S 


CONSIGNMENT ACCOUNTS 
2. Good!* sent on C onsignment Account 


Sept. 30 j To Consignment 
(Loading) 

• To 1 rading a/c 


Rs. 

5.000 

25.000 

30.C00 


April J. By Consignment 



Rs. 
H).i 00 


10.0 00 


3. Basarraj & Co.’s Account 


Sept. 30 


To Consignment 

(Sales Proceeds)! 


23.SCO • 


Rs. , 

Sept. 30 By Consignment! 


Freight etc. ' 1.00C 


Expenses 

10 By Consignment 
Comm ission 
30 By Bank 

Balance Reed. 


4C0 


23,#00 

Stock Reserve Account 


Rs* 

1.400 

10.740 
23,Mh) 



By Consignment \ 

(Loading in I 
Closing Stock) 


By Balmier b/d 


R<. 

1.500 


1.500 
».500 


Dr. 


LEDGER OF BA^AVRAJ & CO 
Suoder Tables Ltd.'s Account 


Cr. 


1971 

# 

/ 

Rs. . 1972 

1 

i 

R> 

Apnl 15 

To Cash Account 

Sept. 3d 

By Cash Account 

i •. 

• 


Expenses on freight 

1 

(Sales Proceeds) 

! 2i,Ho 


• carriage and octroi 

i.i oo ; 



Sept. 3C 

To Cash 

1 j 


1 


Selling Expenses 

400 1 

1 

• 

4 . 30 

To Commission 

2 660 1 



.. 30 

To Hank 

19.740 


• 

1 

i _ _ 



23.800 | 


• 2 3. SCO 

1 - - 

-- 


1 




(1) When goods are sent at invoice price (or proforma invoice 
price or selling price), the Goods sent on consignment nuts? he 
valued at invoice price and not at cost price. Similarly, the Consign¬ 
ment stock should Ikt valued ai invoice price phis proportionate 
expenses. 
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CONSIGNMENT accounts Loading (Differ- 

(2) While closing the Price) in the value of the 

ence 2. ween to Consignment A/c. 

G^ds sent on consignment must h belween lhe invoice 

/nvo/ce Price =»30 x 300 30 


Proportionate Expenses : 


11)0 


X 1.51X1 


(5) 


SS-Tgjii-. 


_= 150 

Total 9,450 


23,800 

21.000 


Excess Price 2,800 


_ . ... a , , a \ on Invoice Price of Sates 

Con.rn.ss.on >t <«> ^ ^ exee „ 


2 , >00 

560 


Total Commission _ 

ILLUSTRATIVE PROBLEM NO. 7 CcVlon «/c\ in the 

On 1st January, ^^^^“‘,£53 . debit balance 
Sr?, va 1 Thhinvoice viluc of 50 clocks a. 25”/. 

above «.s?th january (hey sent MOth» 2.500 etodee^at 

S°l“cS « In.or.nce Rs. 500 and Carriage and 

F r ieght^RS;^.fkK)- e_,ed ( ^e clock^coi 21 si January and^^paid tor 

Customs Duty, Clearing, etc. Rs^ 3 j"* f£ e j returned 50 Clocks 
for 50°/ of the invoice price. On 15th June mey rciu.nt 

being defective. They paid freight and insurance Rs. 90. 

By the end of 31st December, 1970 tuey had sold the owning 
stock of 50 clocks at Rs. 35 each ana 2,400 clucks of the s«tary 
at Rs 90 each. Their expenses were : Advertising *s. 2,000, Salary 
Rs. 2,000 and Service Charges Rs. 500. 

Deducting their expenses and commission yl 8/. on a. 
Consignees sent a Sight Draft for the remaining balance. 

Show the above transactions in the important account-; ot 
Consignor’s ledger. 
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Solution and Notes : 

Ledger of Unique Clock Makers, Dbarwar (Consignors) 
rD. Consignment to Ceylon Account Cr. 


1970 

» 

i 

i 

Rs. 1 

1970 


Rs. 

Jan. 1 

To Consignment Stock 

3,750 

June 15 

By Goods sent on 



(Opening Stock 

i 

|i,87,500 


Consignment 


7 

To Goods sent on 


(Returns) 

3,750 


Consignment 


Dec. 31 

By Consignee A/c. 


„ 7 

To Bank A/c 



Sales Proceeds 



Paking etc. 1,000 



50 clocks (S. 



Insurance 500 



Rs. 85 4,250 



Carriage and 



2.400 clock 



Frieght 3.000 

•4,500 


@ 90 2,16,000 


Jan. 21 

To Consignee A/c 


.. 31 

By Consignment 



Custom Duty 



Stock A/c 



Clearing etc. 

•3,000 


Invoice Price 


June 15 

To Consignee A/c 



3,750 



(Freight and Insur¬ 



Add Prop. 



ance on clocks 



Expenses 150 

3,900 


Returned) 

90 




Dec. 31 

To Consignee A/c 


.. 31 

By Goods sent on 



Advertising 2.000 



Consignment A/c 



Salary 2,000 



(Loading) 

37.500 


Service charges 500 

4,500 

31 

By Stock Reserve A/c 






(Loading in 


.. 31 

To Consign©? \/c 



Opening Stock) 

750 


(Commission <£ 8% 






on Sales) 

17,620 




.. 31 

To Goods sent on 






Consignment A/c 






(Loading in Returns) 

750 




.. 31 

To Stock Reserve A'c 






(Loading in Stock) 

750 




„ 31 

To Profit & Loss A/c 






(Profit) 

43,690 






2.66.150 



mm 



j 

^ — — • . 


§S 


•Non-recurring expenses Rs. 7.500. 

Dr. Goods sent on Consignment Account 


1970 
June 15 


Dec. 31 


31 


To Consigrmcnt to 
Cc>lon account 
(Returns) 

To Consignment to 
Ceylon account 
(Loading in Goods 
sent) 

To Trading account 
(Transfer) 


R>. 


3,730 j 


37,500 


1970 
Jan. I 


Dec. 31 


1.47,000 


I 


By Consignment to 
Ceylon account 
(Goods sent) 

By Consignment to 
Ceylon account 
(Loading in 
Returns) 


I 

- r 




Cr. 


Rs. 

,87,500 

750 
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Consignee Account 


D ^°31 To Consignment to 
Ceylon account 
(Sales) 


2 . 20 . 


2.20,250 


lin 7 ° 2 By Consignment to 

Jan. Z, Cey|on ac count , y ^ 

June IS ..KU*/' j '<•'>» 

JU 5 Consignment to 

*• •’ Ceylonc account 

(Exps. on Returns 

rw 31 Consignment to 

DeC - - Ceylon account 500 

(Expenses) 

31 Consignment to 

- " Ceylon account • 62C 

(Commission) 1 

3 . Bank account 1 1 ai ?<X 

•• 3, | •’ (Sight Draft) M.01.Z* 


4,500 

17.620 

1.01.290 


2.20.250 


N ° ,eS ;„ , he question, loading is 25% of Cost Price 
(1) Cost Price + Loading=” Invoice Price 

100 +25 —125 

If loading (25) is 25% of cost. (100), it is 20% or s ° 

Invoice Price (Rs. 125). _ . 

(2) When the Opening Stock-is at invoice price, e 
Stock Reserve at 20% of the Invoice Price 

,4) 1.87.500+RS. 7,500) 

“Rs. 3,900. 

In calculating the Stock Reserve or the loading ‘"^ecl m 

ILLUSTRATIVE PROBLEM NO. 8. 

Chaterii & Co. of Calcutta consigned on 1st June, I' r 6.15° 
Radio sets costing Rs. 200 each to Dcshpande & Sons of Bombay 

The invoice was made up to show a gross n' uem & Co 

below which the consignee is not permitted to sell. Chuiterji 
paid Rs. 350 for freight and Rs. 150 for insurance. 



CONSIGNMENT ACCOUNTS* 


' 5 *' 


D.,hp,n<U * SOPS 5 ^ Ml 

paid for extra freight, cartage and^»°\o6o0 on 10 th June. Con¬ 
fer 3 month* as security d 'P° sl, ‘°" R £ ‘J® B y the end of June, 

Deshpande & Sons are entitled to a commission of 5% on 
irv«i« ork« of sales and to l/ 6 th on profits after charging up both 
corn mtss^on*and share of profit, in lieu of which they are to £ar the 
selhre expenses which amounted to 2 /f of gross sales price On 31st 
A.ieust ihev sent a cheque for the settlement of account, retaining a 
proper!iomne^amount of security on unsold goods. The cheque 
wasTeceived on 31st August and was disounted by the consignee by 
paying bank comnvssion of Rs. 6 . 

Show the Consignment A/c, Consignee A/c and Consignor A/c. 


Solution and Notes : 


Dr. 


Chattarji & Co/s Ledger 
Consignment to Bomkay Account 


I? 76 

June 1 To Goods Sent on 

Consignment a/c 1 
. To Bank a/c 

(Fieight & Insurance) 
1C To Doshpande & Sons 
a/c 

(Freight. Cartage. 
Octroi) 

Aue. 2? To Deshpande & Son 5 

*/c . . . 

la) Commission 

937.50 

( b ) Share in 

Profit* 629.50 

,, *4 To Bank 

Commission a.c 
To Stock Reserve a/c 
(Loading in Closing 
Stock) 

To Profit A Loss a/c 
M N.P. 


Rs. 

1976 
June 30 

37.500 


•500 

ii 

as 

•500 

.. 31 


.. 31 


1,567 


6 

3,750 


3.777 


By Deshpande ft 
Sons a/c B 
Sales 
By 

By •• 

By Consignment 

Stock a/c* 

By Goods Sent on 
Consignment a/c 

(Loading) 


ft. 

rT 


47,600 


3,750 

7,200 

9,900 

19,250 

7,500 


47,600 


NRE-R*. 500+R*. 5(0—Rs. 1,000. 
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Mr. 


Desbpandc Sc Sons Account 

""rsTT 


yytf. i , 

June 3«| To Consignment a,i 
• Sale* 

July 31; To 

Aug. To »* . 

^ To Balance c. d 


i 1976 . . . . 

. Jmaic 10. By Consignment a.c 
3 750* - (Freight, etc.) 

7*000 15 By Bills Receivable a/c 

1-228 ; (Security Advance) 

5 000 Aug. Jlj By Consignment «/c 

i Commission ^ 

• Sh ^r r ofi. n s 629. SO 

By Bank a/c 

Balancing figure 


25.850 


Sep. 1 


By Balance b/d 


33 

Cr. 

Rs. 

300 

10,000 

1.567 

13,783 

25,850 

*5,000 


Deshpandc & Sons Ledger 
Chatter)! Sc Co. Account 


197 L 
June 10 


Auy. tt 


To Bank a/c 
Frieght. etc 
To Bills Payable a/c 
Security Advance 
To Commission a/c 
To Bank a/c 


Rs. 

1976 
June 30 

500 

July 31 
Aug. 28 

10,000 

1.567 

13.783 

•• 

25.850 

*5.000 

1 

1 


By Bank Sales 

By 

By 

By Balance 


Rs. 

3.750 

7,200 

9.900 

5.000 


25,850 


Sept. I j To Balance b/d 

Notes : 

(\) Goods Sent on Consignment : Invoice Price includes profit 
at ">()°/ of Sale Price. Therefore, the profit, 20% of sales is 25% of 
ros‘t noo-20 -80, where 100 is Sale Price). Thus, Invoice Price of 
Goods Sent is, Rs. 150x200=Rs. 30,0004-25% of it =Rs. 37,500 : 
Rs. 7,500 being loading included in cost of Rs. 30,000. 

(2) Similarly, the Sale Price is made as: (a) 20% of Sale 
Pricedof Cost, i.e. (15x200) Rs. 3,000 + Rs. 750 = Rs. 3,750 ; 
(h) •>«% of Sale Price =•33$% of Cosl (100-25=75), i.e. (27x200) 
Rs V 4 00 I Rs. 1,800 = Rs. 7.200 ; (r) 33$% of Sale Price=50% of 
Cost (100 — 335 =66§), i.e. (33x200) Rs. 6,600 + 3,300 = Rs. 9,900. 

(3) Commission is @ 5% of Invoice Price of Sales. Out of 
150 sets sent, 75 sets arc sold. Therefore, the invoice Price of Sales 

i s 37,500= Rs. 18,750 and 5% of this is Rs. 937.50. 
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(4) Consignment Stock is =75 sets unsold XRs. 200 Cost ^ 
Price=Rs. 15,000 Cost -f Rs. 3,750 Loading = Rs. 18,750+( X ^ 

Rs. 1.000 ) Rs. 500 NRE=Rs. 19,250 Total. 

(5) Share in Profit : The profit after charging only the commis¬ 
sion is Rs. 4,406.50. This includes net profiH- l/6th of it as share 
m Profit. Thus, if net Profit is taken as 1, the share in Profit will 
1/6 and the total I J or 7/6. 

Now. for total 7/6 : for 14,406.50 : £ is share in profit, the 
share in profit is Rs. 629.50 and net profit Rs. 3,777 ( Jl6th of i,777 
is Rs. 629.50). 

ILLUSTRATIVE PROBLEM NO. 9 

From the following details prepare Consignment Account : 

(1) Value of goods consigned Rs. 50,420 being cost plus 2/3rds 
-f Rs. 420 forwarding expenses. 

(2) Total expenses paid by consignee are Rs. 3,600 consisting 
of selling expenses Rs. 2,700 and the balance for clearing expenses 
and octroi. 

(3) 9/lCth of the goods are sold at a profit of 64% on cost. 

(4) Consignee's commission is at 25% of cost price of goods 
sold plus one-fourth of the amount by which the gross sale proceeds 
less total commission thereon exceeded a sum calculated at 25% 
above cost price of goods sold. 

Solution and Notes : 


Dr. 


Consignors Ledger 
Consignment Account 


Cr. 


Rs. 

To Goods sent on Consignment */c 50.000 


To Rank a/c 

Forwarding expenses *420 

To Consignee a/c 3.600 

(a) Selling Expenses 2.300 
ib) Clearing „ 900* 

To Consignee : 

Commission 7,506 

To Stock He.sene a/c : 

(Loading in Cl. Stock) 2,000 

To P.ofit & Loss a/c 

Profit 5.886 


69.412 1 



Rs. 

By Consignee a/c 

Sales 44,280 

By Consignment Stock a/c 

1/10(50,000+1,320) 5,132 

By Goods Sent on Consignment 

a/c (Loading) 20,000 


69,412 


•M«r R> 420 +Rs. 900 = Rs. 1,320. 
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Notes ! ._ - is Rs 50,420 including RS-420 

(1) Value of Goods C “ ri 5fmooo is Invoice Price which is 
forwarding charges. Hence, » f ^,| or 5 / 3 . 

Cos. Price+2/3rd of cost . ^ 1 +* 

Now, for 5/3 r for 50,000> • • Rs 30>000i 

Loading is Rs. 20,000 9 /10th of goods are 

(2) Sale Price is cost pha «/. • an 


sold. 


30,000 X i j -R.. 27 , 00 *+( n ^xW. 0 °») 


(3) „ssa jss&zzss. 

Pr ,« .„0 l/10.h of Co.. Pr.ec, ' X of 2 irem „„ 

(41 Commission : Totalco_ « 2 5% of cost price ° f sales, 

of which can ^ calculated eOly.^ Qther comrn i S sion is based 
viz. 25%ofRs. v* cl ? j, known ^ us acsume total 

SJSfifcJr^hStnsi-n of RS. 6.7504- additional comm* 

^ Cross Sa UProc e ^^^ ch ^ 1/4th 

commVs'siim^^to be^alculated Now W | V hc C addi°ional°cornnifssion 

25% above Rs.27,000-Rs. 33.7m in . d Rs 44,280 .Jess 

of (x-Rs. 6.750) ,s 14 ' h b ° s f ic g :^,R S . 33,750. In other words : 

lotal cotnmiss.n,x,_.e, (Rs ^ 33 „ 0] 

4 (x —Rs. 6,750)=R* 44,280 -x-Rs. 33,750 
4x-27,000=Rs. 14,530 x 
5xt= Rs. 10,530 4-Rs. 27,000 

. x= 1L|^.= Rs. 7,506. 

accounting for loss op stock 

Goods sent on consignment may be lost, damaged or dcst- 
roved e°Sr in transit or after they reach the agent. Such loss 
may be either (a) Normal loss or (6) Abnormal loss. 

Normal Loss : When goods are lost or damaged due to 
normally expected but unavoidable causes as evaporation leakage 
breakace dusting or wcighment ere., it is called normal loss. Such 
a loss is inherent and unavoidable and therefore, forms part of the 
cosi of business. Such normal loss should be considered only while 
calculating ihe cost of unsold stock. Since normal loss form the part 
of tbc cost, the cost of unsold stock increases proportionately due to 

PPA—11/5 
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such a loss. Following formula can be applied in valuing the con¬ 
signment stock, when there is normal wastage. 

r Total Cost of Roods sent + Non-recurring Expe nses x SfQck f .„ Units ~\ 
L Total Units of Goods sent less Normal loss in Units J 

(b) Abnormal Loss : Accidental loss or loss due to negligence 
is called abnormal loss. It is unexpected and beyond the control of 
the businessman. Loss of goods due to flood, lire, earth-quakes, 
war, riot, insects or by theft etc., is of abnormal nature. Such a 
Joss do not occur quite often. Since abnormal loss has nothing to 
do with a particular consignment, it should not be charged to any 
particular consignment account. Instead, such a loss should be 
transferred to General Profit and Loss Account so that profitability 
of any particular consignment account is not affected. Since goods 
consigned are already debited to ihe Consignment Account, goods 
destroyed (abnormal loss) are credited to the same consignment 
account so as to nullify the effect of the debit already given. 

Thus abnormal loss is recorded as follows : 

t.3) When the Loss Is irrecoverable _ ' . 


*- Rs. Ks. 

Abnormal (or accidental) Loss account Dr. 

To Consignment account 
(With the total value of Loss) 


Profit & Loss account . ur ‘ 

To Abnormal Loss account 
(Irrecoverable loss transferred to P. & L. a/c) 

(b ) When the loss is Insured and therefore recoverable 


Accidental Loss account 

To Consignment account 
(With the total value of Loss) 


Insurance Co./Cash account Dr - 

To Accidental Loss account 
(Loss Transferred to Insurance Co. or recover 
ed in cash) 


(c) When the loss Is partly rec overable _ 

(/) Accidental I.nss acc< unt 

To Consignment account 

(Total value of Loss) 


Insurance Co./Bank account Dr 

Profit & Loss account 

To Accidental Loss a/c 
(Loss partly recoverable and balance transfer¬ 
red to P. & L. account) — 
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consignment accoonts accidental 

fact whether it is recoverable or no transferrc<1 to p. & L. A/e. 
than the loss, such profit shou ^ same manner 

The valuation of Abnormal ^ss« dgn nsignmc at the end. 

as that of the valuation of Si took shou|d ^ valued at cost plus 

Even if invoice P r ‘ ce ‘ s ®‘ aV o“d complications, 
proportionate expenses to avoia co v 

ILLUSTRATIVE PROBLEM NO. 10 iWith of flour costing 

Mr. Hegde consigned to gorges. ‘2% of the 

Rs 3 300 He spent Rs. 88 as tor *■ w r ghat sold 820 

consignment was lost in weighing and e j being r s . 330 and 

Kgs. of flour at Rs. 6 per Kg tas selli g £ i ent Account, 

commission at 5% on sales. Prepare a <~o g 


Solution and Notes : __ . 

Ledger of Mr. Hegde 

p r ronslffoment to Mr. Bhat Accoon --- 

Cr. 

Rs. 

To Goods Sent on Consignment! 
To Bank 

Forwarding Charges 

To Mr. Bhafsa/c 

Selling Expenses : 330 

Commission (g) 5% | 

on 4,920- _246_ 

Rs. 

3,300 

88 

576 

1.187 

By Mr. Bbafs •/c 

(Sale Proceeds) 

By Consignment Stock 

(«)*" 

4,920 

231 

To ProBt 8c Loss n/c 


5.151 


sTisi 

—l M — 




Notes 


(!) Quantity of Closing Stock : 

Quantity Consigned 

Less Normal Loss=12/i of 1,000 

Less Quantity sold as given =» 

r’lncino Stock* 


Kgs. 

1000 
— 120 
-820 


60 


(2) Valuation of Closing Stock : 

„ Rs. 3300 + Rs_88 6Q= J Rs -g gLx =Rs. 231. 

1000-120 880 1 


ILLUSTRATIVE PROBLEM NO. 11 (With Aonormal loss urecoverab > 

Murphy Radio Co. of Bombay (consignors) sent on consign 
ment 500 Radio sets to Nijalingappa Trading Co. 

'Sholapur at an invoice price of Rs. 320 each. Muphy Ra^ Rad|Q 

paid freight charges amounting to Rs. 3,60 . > Nothing 

sets have been totally damaged and became unsal-aDie. 
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couJd be recovered from the insurance company as 
not covered under the terms of Insurance Policy. 


the said risk was 


* 


Nijalingappa Trading Co., Sholapur took delivery of the 
remaining Radio sets which were in good condition. They paid 
Godown Rent Rs. 510 and Insurance Rs. 300 for the above goods. 
They sent an account sales showing that 300 Radio sets were sold at 
Rs. 400 each and the balance at Rs. 380. The Nijalingappa Trading 
Co. have incurred Rs. 2,100 on sales promotion campaign on behalf 
of Murphy Radio Company. Nijalingappa Trading Company are 
entitled to a commission of 5% on total sales effected by them. 


Write “Consignment to Sholapur Account” and “Loss by 
Accident Account” in the ledger of Murphy Radio Co. 

Solution and Notes : 


LEDGER OF MURPHY RADIO COMPANY, COMPANY 
Dr. Consignment to Shotapur Account Cr. 




RS. 


Rs. 

Rs. 

To Goods sent on 

*Rs. 


By Nijalingappa 



Consignment 

(500x320) 


1,60.000 

Trading Co 

Sales Proceeds 



To Bank 



300 x 400 

1,20,000 


Freight etc. 


•3.600 

150x380 

57,000 

L77.0CO 

To Nijalingappa 






Trading Co. 



By Loss by Accident 



Godown Rent 

510 


(Abnormal Loss 



Insurance 

300 


50x320) 

16.000 


Sales Expenses 

2,100 

2.910 

Add Proportionate 



To Nijalingappa 

— — — 


non-recurring 



Trading Co. 



Expenses 



Commission 



(3.600x50/500 

360 

16.360 

(1,77,000x5/100) 


8.850 




To Genl. P. A, L. a/c 


18,000 




V 


1.93.360 



1.93,360 








Loss on Accident (Abnormal Loss) a/c 


To Consignmcn* 

16.360 

By Profit & Loss account 

16.360 



(Lo<s Transferred) 



16.300 


16,360 

— 

= = = == 




Notes : J 

(1) Abnormal Loss of 50 radio sets is calculated as follows : 

(Radio Sets Lost x Cost Price)+ Proportionate expenses 


=(50X320)+ (3600x 



«=Rk. 16,000+Rs. 360= Rs. 16,360. 


( *Non-recurring expenses arc Rs. 3,600 for 500 Radios. 
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(2) Abnormal loss being irrecoverable is transferred to Profit 
and Loss Account. 

,3, Other .cecum, >tr Coed, sen. or| *£ 

Nijalingappa Trading Co. A/c are y f 

manner. . 

(4) Invoice Price in this illustration is Cost Price itself. 

ILLUSTRATIVE PROBLEM NO. U (with abnormal loss recoverable) 

2,000 boxes£xlTS 
?o,a“y SVd by land claim w«.admitted by Insurance 
Company for 3/4 of the invoice: price of j£ er 1( £ s arc 

^T 9 S rof en wh, P ch°ks ,0 .S - of nonWing^nature The 

1a°lefproceeds of 

Rs. 14,000. 

Show consignment account and loss by fire account in the 
bt^oks of consignor. 

Solution and Notes : 

LEDGER OF CONSIGNOR 

n r |. Consignment to Patna Account Cr - 


To Goods sent on 
Consignment 
To Bank 

(Non-rccurring 

Expenses) 

To Consignee (1)* 
Non recurring 
Expenses 

Recurring Expenses 

To Consignee 

Commission and 
Selling Expenses 
To Stock Reserve 

A/c (6) 
(Loading in 
Closing Stock) 


1,V00 

2,000 


15,000 


2,000 


3.900 


6,000 


2,000 


By Consignee 

Sales Proceeds of 
110 Boxes 

By Loss by Fire (2)(4) 
(Recoverable and 
Irrecoverable) 

By Consignment 

Stock Account (3) 6,000 

(5) 80 Boxes © 

Invoice Price 
Add Prop. Non¬ 
recurring Ex¬ 
penses 5 (n) 800 l 

5 ( b ) 800 

By Goods sent on 
Consignment (6) 

(Loading) 

By Genl. P. & L. a/c 
(Loss iransfcrred) 


14,000 


5,000 

1,700 


28,900 
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2. Loss by Fire Account 


To Consignment 

(Total loss whether 
recoverable or 
irrecoverable) 

Rs. 

600-00 

By Insurance Co.’s a/i 
(Loss Recoverable 

By Profit & Loss a/c 

(Loss Irrecoverable) . 

Rs 

562-50 

37-50 


600-0C 


600-00 


Notes : 

•1. Expenses after the event of loss are assumed to be paid 
by the consignee. 

2 The total Loss by fire is initially credited to Consignment 
Account and then the amount recoverable is transferred to 
Insurance Co. A/c and balance irrecoverable to P & L A/c. Amount 
recoverable has nothing to do with the Consignment Account. Loss 
by fire is valued at cost plus proportionate expenses prior to loss. It 
is not valued at invoice price. 


3 Consignment stock is valued at Invoice Price plus propor¬ 
tionate non-recurring expenses spent prior to and afte-* **e loss by 
fire. 


4 . ( a ) Calculation of Loss by Fire : 

100 Boxes at cost = 100 x ^OttT" = 

Add Proportionate Non-recurring expenses before fire 


2,000 

2,000 


X100= 


Rs. 

500 


100 


Rs. 600 


(b) Claim admitted by Insurance Co. 

Invoice Price of 2,000 boxes = 

/. Invoice Price c? 100 boxes = 

/. Claim admitted=3/4 of Invoice Price 1 

of goods lost J 

Balance tranfserred to P. & L. A/c 


15,000 

750 

562 50 

3750 
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5 value Of consigameat Stock at Invo.ce Pnce 

5 . va.ue =2,000 boxes 

Total goods .nvo.ced = 100 

Less Destroyed goods 
Balance received by consignee 
Sold by the cons.gnee 

Unsold Stock 


= 1,900 

= 1,100 


*i 


»* 


800 


Value of Unsold Stock at Invoice Price 


„„„ 15,000 

800 X QQQ 


Rs. 


Add Proportionate Non-recurring Expense^ = 

ro , Exps. prior to Loss = Rs. 2,000 X 2 ,ooo' 

( b) Exps. after the Loss=Rs. 1,900 x -f <900 = Rs 


RS. 6,000 

800 

800 

Total Rs. 7.600 


6. Loading: ,, qOO-Rs. 10,000= Rs. 5,000 

(-> L " adine ' n S °° dS ", R " 6 nOO-Rs 4,000=Rs. 2,000 
(6) *(cost'of 800 'boxes at°Rs. 5 = Rs. 4,000) 

(C ) There is no loading in goods destroyed as they are value 
at cost. 

(rf) Proportionate non-recurring expenses are not to be con- 
'’ sidereti while calculating load.ng 

ILLUSTRATIVE PROBLEM NO. 13 (Abnormal & Normal Los 5) 

Calculate the value of abnormal loss and of closing stoc 
from the following details : 

(/) 5,000 kgs. of oil consigned at Rs. 16 per kg 

(,/) Freight Rs. 2.000 and insurance Rs. 3.000 paid b> son- 
signor. . . 

(tii) Consignee's expenses : Rs. 700 for advert,semen d 

Rs! 200 for godown rent. 

iM 750 kgs of oil lost in transit and the Insurance Co. paid 
Rs. 10,000 for it to the consignor. 

(v) Sales : 3,000 kgs. @ Rs. 18 per kg 
(v0 Commission : 5%on sales. 
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(vii) Stock with consignee was 1,000 kgs., there being normal 
Joss of 250 kgs. [Adapted, K.U. 1974 , Modified ] 

Solution Ml Notes •: 

Oil sent on Consignment : 5,000 kgs. @ Rs. 16/- =Rs. 80,000 
Non-recurring expenses paid by consignor : 


Fre 

aw 

sight, Rs. 2,000+Insurance, Rs. 3,000 =Rs. 5,000 

Cost of 5,000 kgs. =Rs. 85,000 

• v 750 _ . n ^ n .a n r a 

ADnormai loss= -^qqq xs3,uuu=ks. i 


Cost of 

Less 

5,000 kgs. of oil sent 

750 kgs. of oil lost 

Rs. 85,000 
Rs. 12,750 

Cost of 

Less 

4,250 kgs. of oil reaching consignee 
250 kgs. of oil being normal loss 

Rs. 72,250 
Rs. Nil 

• • 

4,000 kgs. of oil costs 

Rs. 72,250 


i non 

Closing Stock=4 600 x72 * 250=JRs 18,062*50. 


[Loss in Consignment a/c Rs. 3,787'50 ; Net Loss on Consign¬ 
ment Rs. 6,537 50 y including net loss on abnormal loss a/c.] 

Damage, Depreciatian, etc. : Where, in some cases, if the 
goods while in the possession of the consignee are damaged or 
Shop-soiled, they are to be valued at lower than their cost price. 
The difference can be transferred to P. & L. A/c. In such cases 
invoice price should not be considered. Sometimes the market 
price may fall suddenly. In such a case also, the stock should be 
valued at the market price, irrespective of whether invoice is made 
at cost price or sales price. And, the difference between the cost 
and market price should not be debited to P. & L. a/c as there can¬ 
not be the argument that if such goods were in stock, or were not 
damaged or not depreciated, they could have earned the rate of 
other normal closing stock. The closing stock itself is at such a 
lower level. 

ILLUSTRATIVE PROBLEM NO. 14 [Damages to Stock, Repairs }| 

Calculate the value of (a) Damaged Stock, ( b ) Closing Stock 
and (e) Stock Reserve, in the following case : 

(/) 1 00 cases of tea costing Rs. 50 per case consigned at 
Rs. 60 per case, paying Rs. 310 for freight. 

(//) 30 cases are in stock of which 20 cases are in damaged 
condition which can be sold at Rs. 20 each. 
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Solution and Notes : 

_ Vtnrk is iust the same as abnormal loss, lor its 

r „ r .gr ”,f f.ZUA <o * v„u.d COS, pncc cod no, 

invoice price. 

/. 20 cases damaged valued @ Rs. 50 

Add proportionate NRE, 3I0X I00 

Total Cost 


Rs. 1.000 
62 


»» 


But , it can be sold at Rs. 20 per case. 
Hence, Value of Damaged Stock—Rs. 20x20 
And the remaining cost of Damaged Stock, 

Rs. (1,062—400) 662 is debited to P. & L. A/c. 
Closing Stock is valued at invoice price : 


Rs. 1.062 

400 


Rs. 


Total 30 cases less 20 cases damaged, hence actual nor rr.a 
closing stock is 10 cases. 

Hence, value of closing stock —Rs. 60x 10 =Rs. 600 

10 = .. 31 

Add proportionate NRE, 310x jqq - 

Total Rs. 631 


Stock Reserve is only in case of normal quantity of closing 
stock, i.e. 10 cases. 

10 (Rs. 60— Rs. 50) = Rs. 100. 

ILLUSTRATIVE PROBLEM NO. 15 

Supposing in the above illustration, the consignee spends 
Rs. 250 for repairing the damaged cases and : 

( a ) the damaged cases are expected to be sold at Rs. 25 each 
case, or 

( b ) the damaged cases can be sold at the price on par w ith 
normal stock, what difference will be in the valuation of 
stock. 

Solution and Notes : 

( a ) (i) Rs. 250 are debited to consignment a/c as the ex¬ 

penses of consignment. 
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(//) Damaged Stock is Valued as : 

20 cases @ Rs- 50 
Proportionate NRE 
Repairs cost 


(/,/) But, actual value is Rs. 20xRs. 25 
/. Loss debited to P. & E. a/c 
(*) The closing stock will be leases 

(v) Slock Reserve will be Rs. 100 

/,) R S . 250 debited to consignment a/c. 

' ' . • • _J..I In 


= Rs. 

1,000 

*» 

62 

»* 

250 

Cost 

1,312 

Rs. 

500 

Rs. 

812 

Rs. 

631 



111 IV b. 4 .^ - - 

,,n Damaged stock is included in the normal closmg 
( > stock and valued as under : 

30 cases at invoice price of Rs^60 

Adi! proportionate NRE, X 30 


»» 


Repairs cost 


-=Rs. 1,800 
= Rs. 93 
Rs. 250 
Total Value Rs. 2,143 


..... 

HOtaltofthcccrig-^t -"™ 

^ back at an expense of Rs. 60. 

( ,«) It was valued at 20% below cost. 

SO,M 'since the stock FurthS jSTftS 

'■'*« wi " hc s,i " lesser ThuS ’ 
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Rs. 1,000 

Rs. 200 

Rs. 800 

Rs. 400 

Rs. 80 


CONSIONMEMT ACCOUNTS 

Rs 

Invoice Price of goods Rs .* 

Less loading 

Total Cost Rs. 

Rs. 

Half being the sto <*~ 0 Rs’. 

Less depreciation @ 20/ o 

Rs 

Closing Stock 

U.LUSTRATIVE PROBLEM NO. 17 depreciation) 

Find out the value of closing stock in the following case 
(,) 25 electrical equipments consigned at Rs. 300 each. 
(ii) Total NRE, Rs. 50 per equipment. 

07i) 7 equipments are in stock .including^wh'ch have 
1 ' dents and are to be depreciated at 25%. 

Solution and Notes : 

Value of Stock : 

(0 Depreciated Stock : ^ 2*Rs ; 300 = s. 


some 


=Ks 


600 

100 


But valued at 25% depreciation 
on cost, i.e. Rs. 600 Rs. 150 


Total Rs. 
-Rs. 


Debit to P. & L. A/c Rs. 


(ii) Normal Stock 


5 x Rs. 30C 
Plus 5 xRs. 50 


= Rs. 1,500 

“ ” 250 

Total Rs. 1,750 


ILLUSTRATIVE PROBLEM NO. 18 (Fall In Market Price) 

in a consignment of 500 articles of Rs. 100 each, 350 articles 
--ij a , r s 160 each, but on account of introduction m the 
cif a better type of the same article by competitors the price 

has suddenly come down to Rs. 80 per article. The NRE on the 

consignment totals Rs. 5,000. How do you value the stock .1 
invoice is made (a) at cost price, and ( b ) at mvoice price of 
Rs. 130 per article ? 

Solution and Notes : 

When there is the fall in the market price itself and when it is 
less than the cost price p/us NRT. the si ocY moSt neCCSSanJy be 
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valued at the market price only. Thus, value of closing stock, 
whether invoice is made at cost price or invoice price : 

350 articles @ Rs. 80 each=Rs. 28,000 

Nothing be debited to P. & L. a/c. 

(Ill) Memorandum Column Method 

Memorandum Column Method is a combination of Cost 
Price and Invoice Price Method. Under this method, columns are 
provided to record both cost and invoice prices of goods sent on 
consignment, opening stock, closing stock etc. In all other respects 
this method is just like the cost price method. The extra columns 
provided for recording invoice price are known as “Memorandum 1 ' 
columns. Therefore, the method is called as Memorandum Column 
Method. In fact memorandum columns are not important from 
accounting point of view. Even then they are provided with the 
intention of knowing and showing the profits if the consignments 
are recorded at invoice price. 

ILLUSTRATIVE PROBLEM NO. 19 

Anant of Poona consigned 500 toys to Ramesh of Varanasi. 
A proforma invoice was prepared at Rs. 40 per toy, the cost of 
which was Rs. 35 per toy. Anant spent Rs. 750 by way of for¬ 
warding charges including insurance premium of Rs. 150. In transit 
50 toys were destroyed and Ramesh received 90% of the cost price 
in full satisfaction of the claim from insurance company. Ramesh 
sold 400 toys at invoice price and spent Rs. 300 for selling pur¬ 
poses. He deducted commission at 2% on sales and paid the 
balance to Anant. 

Prepare Consignment Account, Consignment Stock Account 
and Accidental Loss Account in the books of Anant under 
Memorandum Columns Method. 


Solution and Notes : 

LEDGER OF ANANT 

Dr. 1. Consignment to Varaoasi Account Cr. 


Particular s 

Memo¬ 

randum 

Actual 

Particulars 

Memo¬ 

randum 

Actual 

To Goods sent on 
Consigomeot 

To Bank 
(Freight) 

To Ramesh 
(Expenses) 

To Ramesh 
* (Commission) 

To Genl. P & L a/c 

Rs. 

20,000 

750 

300 

Rs. 

< 

17,500 

750 

300 

By Ramesh 

(Sales-400 x 40) 

By Accidental Loss* 

By Consignment Stock 

1. 50 toys @40 = 2000 
Prop. Exps. 75 

1 

Rs. 

16.000 

1,825 

1,825 

320 

320 ] 

*7 on 

2. 50 toys @35 — 1750 
Prop Exps. 75 



(Profit) 


/ o S) 

By P & L A/c 

220 

^ _ 4 


21,370 

19,650 


21,370 

19.650 ! 
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To Consignment 

To Balance b/d 


m. 

2,075 

1.825 1 

_' Bv Balaene c/d 

2,075 

1,825 

2.075 

mm = mm a 

1,825 

~07S 

1.825 • 

”o 7 r 

*”825 




3. Accidental Lom Account 


To Consignment 

2.075 

wm — — — — 

1,825 

By Cash (Received by 
Ramesh from 

Insurance Co. 

(90% of cost of goods 
lost-90/100x1,750) 

By P. A L. a/c 

(Loss Transferred) 

1,575 

500 

1,575 

250 


Zo75 

1,825 


2.075 

1.825 


Notes : t .. 

1. Memorandum column shows loss because loading in in¬ 
voice price is not adjusted. 

2. Abnormal loss is valued at : 

(o) Invoice Price plus proportionate Non-recurring Expenses 
i.e. 2,0004-75=2075. 

( b) Cost Price plus proportionate Non-recurring Expenses 
i.e. 1750+75 = 1,825. 

3. Closing Stock is also valued on the above principles 
taking into account the proportionate expenses. 

ILLUSTRATIVE PROBLEM NO. 20 [ Consignment Inwards Ale.) 

D of Delhi sent 100 boxes of apples to P of Poona at Rs. 216 
each, valued at 20% above cost. P's commission is to be calcula¬ 
ted as under : 

(a) 5% on all sales made at or above the invoice price, 

( b) 30% of any surplus price realised on the invoice price, 
less expenses at his (P's) end, and 

(<•) P to pay back, as penalty, 5% commission on sales made 
below invoice price. 

Frieghl and insurance paid by D amounted to Rs. 1250 and 
expenses at P's end Rs. 600. Sales are made as under : 

(/) 50% of the boxes at 25% profit on invoice price, 

(?/) 40% of the balance at invoice price and 

(i/7 ) 2/3rds of the balance at 20% below the invoice price. 

Show consignment A/c and P's A/c in ihe books of D and 
Consignment Inwards A/c and D s A/c in the books of P. 
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olution and Notes : 


Books of Mr. D of Delhi 
Consignment of Poona Account 


Cr. 


to Goods sent oo Consignment 

a/c ( 100x216) 

Ca'h a/c 
(Freight & Irsu.) 

» P’S a/c 
(Expanses) 

,, P’s a/c (Commission) 

(а) 5% of (13,500+4,320) 

891 

(б) 30% of 2,700-810 

/.«« expenses 600 210 

1,101 

(c) Less 5% on 3,456 173 

Rs. 

21,600 

1,250 

600 

By P s a/c 

(Sales) 

(/) (100-50) x216 
-10,800 

Plus 25%= 2,700 13,500 

(it) 40% of (100-50)x2l6 
-4,320 

(Hi) § of (100-50) 

-140% o* (100-50)] 
x216 = Rs. 4,320 

Less 20% 3,456 

21,276 

928 

,, Consignment Stock a/c 


,, Stock Reserve a/c 
,, Prohi & Loss a/c 
( Profits ) 

360 

7 423 

(!Ox216)+(-J5j x 1,250 ) 

,, Goods Sent on 

Consignment a/c 
(Loading @ 20% of cost or 
i of invoice price) 

2,285 

3,600 


27,161 


27,161 

Dr. 

P’s Account 

Cr. 

To Consignment a/c 

(Sales) 

Rs. 

21,276 

By Consignment a/c 
(Expenses) 

„ Consignment a/c 
(Commission) 

,, Balance c/d 

Rs. 

600 

928 

19,748 


21,276 

■ 

21,276 

To Balance b/d 

~19.748 

i 



Books of Mr. P of Poona 


Dr. Consignment Inwards Account 


To D of Delhi a/c 

Rs. 

By Cash a/c 

(Good Reed.) 

21,600 

(Sales) 

,, Cash a/c 


,. D of Delhi a/c 

(ffvp njes) 

600 

(Stock) 

„ To Commission a/c 

92 8 


„ D of Delhi a/c 

i ftulance) 

433 



23,561 



Cr. 




Rs 

21,276 

2,285 


23,561 
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Dr. 


D's Account 
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To Consignment Inwards a/c 
To Balance c/d 


Rs. 

2,285 

19,748 

’22,033 


By Consignment Towards a/c 
By Consignment Inwards a/c 


By Balance c.'d 


RS. 

21.600 

433 

22.033 

19 . 748 * 


Exercise 2 

1 (a) What is consignment ? (b) What is the naU, ic of 
consignment a/c ? (c) How does it differ from sales *. UD W hat is «he 
need of following such a method ol sales . 

2 Explain the following terms : 

(a) Consignor, ( b) Consignee, (c) Del Credere Commission. 
\d) Proforma invoice, {e) Non-recurrmg expenses , and 
) Over-riding commission. 

3 Explain how entries are passed in the books of ; 

(a) Consignor and ( b) Consignee, when there are bad 
debts and the consignee (/) .s paid del credere commission, and 

(//) is not paid such a commission. 

4. Explain the system of valuation of consignment stock. 

5 . (a) What is an Account Sales ? Who prepares it ? 

(b) What is a proforma invoice ? How is it prepared ? 

6 What adjustment entries are passed wheu the goods arc 
invoiced at proforma price which is higher than the cost price . 

7. ]f consignment stock is destroyed or damaged, how is it 

accounted lor ? 

8 . Why is an advance received from the consingce ? How is 
it recorded in the accounts ? 

9 . What treatment is given to “Discount on Bills Discount¬ 
ed” in consignment accounts ? 

10. How are the following treated in u/cs : 

(a) Normal Loss (b) Abnormal Loss and (c) Both losses 
together. 

Problems on Cost Price Method 

11. On 10th April, 1968, the Ramnagar Sugar Factory, K im- 
nagar, consigned to Mr. Shyamlal of Bombay, 400 bags ol sugar •/> 
Rs. 250/- per bag. They also paid cartage, frieght, etc. Rs. 2 ,. 0 v>/-. 
On 12th April, 1968, the consignors drew on the consignee as an 
advance against the consignment at 3 months for Rs. 60,000/- 

they discounted at their bank at 5%. The consignee sold oil »ne 
.goods and on 1st July, 1968, rendered an Account Sales showing 
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lhalthc Roods realised Rs. 1.20,000/- out of which he deducted 
h* cLfieTamounting to Rs 800/- and h,s comm.ss.on at 5/J. 

Make entries and show ledger accounts in repecl of the above 
transactions in the books of the consignors as well as consignee. 

/p rn fi, ~ r* 0 950 if diicounl is debited to Lons gnmcnt 
Acccum Jf it is debited^to P & L A/c, profit is Rs. 10,700.) 

12 Rrfunan of Srinagar sends woollen goods costing Rs. 

^0 000/-’to Bansilal of Banaras ro be sold on consignment basis. 
Rehman pays Rs. 40 0J- as expenses. The goods are rccc JY ed 
Bansilal and be accepts a bill of exchange immediately, payable after 
® r "elnl 12,000/-. The bill was immed.ately ^coun¬ 

ted 6%. later Bansilal sends an Account Sales to Rehman 
showing that salts have been effected totalling Rs. 22,000/-. His 
expenses 'are - •• freight Rs. 1.000/-, on godown rent Rs. .200/- and 
on insurance Rs. 200/-. Bansilal is entitled to a commission of 8 
The cost of goods still lying unsold with Bansilal is ascertained to 

be Rs. 9,000/-. 

Prepare the Account Sales to be submitted by Bansilal to 
Rehman and "give the journal entries in the books of both the 
parties. 

lAns Profit Rs. 7,260 when discount is charged to Consign¬ 
ment A/c ; Profit Rs. 7,440 when discount is debited to 

PAL A/c], 

13 Jai Narayan & Co. of Bangalore consign goods of tt>6 cost 
_ f Rs is 000/- to their agent Jai Vardhane of Colombo, on which 
thev pay freight, insurance and other charges Rs. 550/-, draw 'fn5 on 
him a?<90) ninety days for Rs. 13.000/-. They discount tf.c bill at 
Syndicate Bank for Rs. 12.790'- less agent’s comm.ss.on etc., Rs. 210/ 
Tai Vardhane spent for freight, godown rent, etc Rs. 450/- and sold 
S/4 of the poods for Rs. 19.000. He is entitled for the commission 
of 5°/ The unsold stock was valued at Rs. 4,000, Jai Vardhane 
sc „ds°ai draft on the Bank of Ceylon for the balance. 

Make the entries in the books of both the parties and give the 
necessary accounts in the books of Jai Narayan and Co. 

[Ans Profit Rs. 5 y 840 when discount is charged to Consign¬ 
ment Account ; Profit Rs. 6,050 if discount is debited 

to P & L a/c] 

14 Harihar & Co. of Harihar consigned goods to Kirloskar . 
& Co of Kirloskarwadi on 1st Sept., 1970 with a proforma invoice 
for R' 4 000 and drew on them a two months draft for Rs 2,000 
uhich the latter returned duly accepted. They r paidI height Rs.. 300, 
insurance Rs. 80, and other expenses Rs. 20 On 31st October, 
Kirloskar & Co sent an Account Sale from which it appeared that 
half the goods hail realised Rs. 3,000. and deducting expenses Rs 

I 30 and their commission at 2% on gross proceeds, they enclosed 
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a draft on the Maharashtra Bank for' the balance. Pass necessary 
journal entries and prepare necessary ledger accounts in the books 
of the consignor valuing the unsold goods at invoice price plus pro¬ 
portionate expenses. 

(Hint : Invoice price is coai price itself.) 

[Ans. Profit Rs. 610 and Stock Rs. 2,200] 

15. Somnath & Sons of Somnath consigned goods valued at 
Rs. 30,000 to M/s. Premjibhai & Co. of Premnagar, their agent, on 
1st Jan., 1970 and paid Rs. 1,000 as freight and insurance. They 
drew on him at 3 m/d for half the amount?': • They discounted the 
bill on 1st February being charged Rs. 150/- as discount. On 1st 
March Premjibhai & Co. advised that they had Rs. 250/- for carriage 
and charges on the consignment paid. On 15th March M/s. Premji- 
bhai & Co. forwarded an Account Sale, showing that the goods had 
realised gross Rs. 45.000/- and charging their commission of 3% on 
' the amount, remitted a bill for the balance. 


Record transactions in the books of both the parties and show 
ledger accounts. 

[Ans. Profit Rs. 12,250 if discount is charged to consignment ; 

Profit Rs. 12,400 if discount is debited to P & L a/c] 

16. Abid Ali consigned to Chandra Shekhar goods valued at 
Rs. 6,000 paying freight Rs. 96 and insurance Rs. 132. A month 
after an A/S was received showing that two-thirds of the goods 
realised Rs. 4,000 which Chandra Shekhar remitted after deducting 
5% commission and Rs. 72 non-recurring expenses. Show the Con¬ 
signment Account and other accounts. 

(Hint : Stock is to be valued at cost or Market Prce which¬ 
ever is Jess. Cost of unsold stock is Rs. 2,100 whereas Market Price 
is Rs. 2,000.) 

[Ans. Loss Rs. 500, Stock Rs. 2,000 ) 

Problems based on Invoice price higher than cost 


17. Guru Datt sends 100 ratio sets @ Rs. 240/- each to Shri 
Kam to be sold on consignment basis. Guru Datt spends Rs 300 
on packing etc. The cost of each set is Rs. 150. 

™,? hri ,. Ram scnds a bank draft as advance to Guru Datt for Rs 

JndT I?0 aTrem 800 ° D frCigh ‘’ RS ‘ 200 salcsmcn’ssalS; 
and Ks. 150 as rent and insurance. J 


Shri Ram sells all the sets @ Rs. 200 each. He is entitled to a 

commission of 10% on sales. He settles his account. Prepare 7he 
andSbri Ram VanOUS accounts ‘he books of both Guru Datt 


.... „ t'rojit Rs. 7,550} 

i . , , V,J , a Z? om P anJI Ltd - o{ Kolhapur consigned 1,000 bicvcle* 
°" 1 . s . t Ju > 1969 to Shri Choudhari at Ma.dras to be sold on behalf 
of Vyay Co. Ltd., on the following conditions : ^ 

ppa-ii;.; 
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\aj Cycles may be sold at : nvoice price or above. 

(h) Shri Choudhari is entitled to a commission of 7J% on 
mvuiwe p rice and 20% commission on any excess of the 
invoice price. 

The cycles were invoiced at Rs. 200 each while the cost price 
of each was Rs. 150. Vijay Co. Ltd. incurred Rs. 10,000 on freight* 
•and insurance. 


Shri Choudhari received the consignment on 14th July and 
accepted a 3 months’ draft drawn upon him by Vijay Co. Ltd. for 
Rs. 1,00,000. Shri Choudhari paid Rs. 4,000 as rent and Rs. 2,500 
as Insurance and by 31st December he sold 800 cycles at Rs. 250 
each. 

Give the ledger accounts to record the above transactions in 
the books of Vijay Co. Ltd. and Shri Choudhari. 

I Ans. Profit Rs. 45*500 ; Stock at Invoice Price 

Rs.42,000} 


19. M/s. Sundar & Co. of Miraj consigned 1,000 tins of pure 
ghee costing Rs. 60 per tin to their agent, Bansilal Ghee Stores at 
Calcutta. Ihe tins were invoiced at proforma price Rs. 90 per tin. 
The agents sold 400 tins at Rs. 80 per tin for cash, 400 tins at Rs. 82 
per tin on credit and they took over the balance to their own stock 
at Rs. 82 per tin. 


M/s. Sunder and Co. pal'd freight and carfiage Rs. 500 and/ 
miscellaneous expenses Rs. 200. They drew on Bansilal Ghee 
Stores at 3 months for Rs. 45,000 which was duly accepted by the 

latter. 

The expenses incurred by the Bansilal Ghee Stores were car¬ 
riage Rs. 50, Octroi Rs. 40, storage Rs. 110, miscellaneous expenses 
Rt. 100. They were entitled to 5% commission and 2% Del Credere 
commission on total gross sales proceeds. They sent their Account 
Sales to their principal showing expenses incurred by them. A month 
later all the debtors except one who owed Rs. 200, paid cash aqd 
Bansilal Ghee Store remitted the amount due on consignment. 

Show the necessary ledger accounts in the books of consignor 
as well as those of the consignee. Also show how the bad debts of 
Rs 200 will be dealt with in the books of both parties. ■ 

(Hints : 1. Del Credere commission is calculated on Total - ^ 
Sales. 

2. Bad debts are borne by Bansilal Ghee Stores.) 

[Ans Profit Rs. 14*516} 

20. On, 10th October, 1970 Ajit Sc Co. of Alcola consigned to 
Bipin Bros, of Bombay goods worth R.< 10,0® o>an invoice price 
of Rs. 15,000. Ajit A Co.-paid freight Rs. 800 «md insurance Ri* 
200. On 15th Oct., 1970 Bipin Bros, receive* the consignment al 
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A' De 1 r*V) towards Godov^n Rent, Insurance 

SS&^ES* t 

consignors by a bill of ^ R S g 7 ' 5 oo^pto.31st December, 1970 and 
remitted 1 *he'proceed^after deducting 5 per cent —on. 
rrepare the necessary ledger accounts in the hooks ot - 

*' ar,ieS ' r Ans . Profit Rs. 625 anti Stock at Invoice Price Rs. s 

21. On 4th Aprij, 137C 

sent on consignment 5.00° boxes . bo ' x the tos . c f which was 

cals at a proforma ir.vo'“ jd ^ 2 500 as freight and Rs. M- 

Rs. 20 per box. rhe former p ks The i aUcr wcic spec,a: 
by way of insurance aadothe* u 3 ®nd they were entitleu to 5 

S S ary° f co^mSon as fell r, U% 

iSTcSSc disclosing the «*«* 
information^^ ^ >f werc sold realising Rs. 1,50.000 

tb) Commission was charged at agreed rates. 

S Exr™« inc„^ .. «« «- •' 

ment amounted to Rs. 1,200. 

W) A demand draft for Rs. 1,00,000 was also received With 

the Account Spies. 

Prepare the necessary accounts in the books of both the part.es 
,o record stock at Invoice Price Rs. 3P.300] 


Mr. S 2 h 2 etty%ra C to The yu* 

S C ‘incurred a «£? EonS? 

insurance. 

Mr. Shetty disposed of the slock as below : 

(1) 80 clocks at Rs. 41 each ; and 

(2) 20 clocks at Rs. 40 each. 

Of the above, Mr. Shetty was not able ‘o recover the - 
proceeds of 5 clocks because of the insolvency of ^ debtors - 
Shetty is entitled to a commission of 5/ c on sales melud^ 

Del Credere commission of 1%. M r - ^ h . eU * ren # d ?^f 2 tf6) 

Sales on 15-12-1969 and remitted the balai^oo oil 20-1 2-/To J. 


Bieben Co. forwarded on 1st July, 1969, 100 
oigocu R ohen Co. 


clocks to 
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accounts 

Give Journal entries to record the above transactions in the 
books of Bigben Co. who close their accounts on 31st December. 

(Hint s When Del Credere commission is given, loss of bad 
debts is to be suffered by the agent.) 

TAns. Profit R S . 546 ] 

23. Madan Gopal of Banaras consigned to his agent Ghan- 
shyam of Belgaum 100 Banarsi Sarees at an invoice price of Rs 
30,000 which was 20% above cost. Ghanshyam was entitled for 
10 % commission on the invoice price of goods sold and 20% com¬ 
mission on any excess price realised above invoice price. 

Ghanshyam sold 75 sarees realising Rs. 31,250 for which he 
had to spend Rs. 1,000 as non-recurring expenses and Rs. 2,000 
as selling and other expenses. He sent a bank draft for Rs. 25,000. 

Madan Gopal spent Rs. 1,000 for despatching and forwarding 
the goods. 

Give the necessary accounts in the books of both the parties. 

[Ans. Profit Rs. 5,000, Stock at Invoice Price Rs. 8,000 and 

Commission (Rs. 2,250+1,750) = Rs. 4,000] 

Problems based on Normal and Abnormal Loss etc. 

24. The National Watch Co., Bangalore consigned 1,000 
watches costing Rs. 60 each to Muthuswami of Madras. The follow¬ 
ing expenses were paid by the consignors : Freight Rs. 400, Packing 
Rs. 150 and Insurance Rs. 450. The proforma invoice to the 
agents was for Rs. 90,000 and the remuneration was fixed at 5% 
on gross sales. The agents accepted a Bill for Rs. 20,000 as 
advance. 

On receipt of the consignment, the consignee paid for octroi 
Rs. 2,000. The agents sold 600 watches for Rs. 60,000 and incur¬ 
red expenses amounting to Rs. 4,050. They remitted a sight draft 
for the balance due after deducting their commission and the 
advance. 

The consignor received Rs. 9,000 from the Insurance Com¬ 
pany for watches totally destroyed while in the agents warehouse. 

Show the important ledger aceounts in the books of National 
Watch Co. 

(Hints : I. Total Accidental loss should be credited to consign¬ 
ment account without taking any note of the 
amount received from the Insurance Company. 
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2 JX TB S° U li°S 

**• «■*» ■• ^' /ro " 

Insurance Company Rs. 2,70U\ 

25. M,. V JI ' i; ( 0 ^ U a^nvo^col^Rs. *225 C per* bo*''"'* 1 * 0 * 1 

was 50% above cost. ’ The expenses at Ludhtana were . 
wab JV/o ,/xrt . U ail wav 


[Ans. 


200 . 


ties. 


zss»zz~->~r-~r w ' 

T-,;a 

Mr d°" r s 6 CX) 6 a s god own charged He soVdo' SlU. 
250 per boiTai^was^to gef 8/» commission on the same. 

Show the important accounts in the books o 

e-*— '$,& ASiSS 

,, The Bharal Cycle Works Ltd., sent 1,000 bicycles to Amar- 
singh of Agra ^of sale on -sign ment on a « 

2? the* expenses of packing, freight^and insurance amounted to Ks. 

56 per bicycle. , . . 

When the A,S was BS 

were sold at an average price • P o c qq^ . including 

being credit sales:. The s nle s expe» s e s totalled Rs SW ™ ™ 

discount allowed to customers, R - ^ ™ 

Amarsingh sent a cheque for the balance due. 

Twenty of the unsold bicycles were shop soiled and were to be 
valued at a depreciation ot 30%. 

(fl) Cycle WorkTLt°d rt and pass journ^l entne^the books of 
Amarsingh. 

O) What difference will be there if the agents are paid 10% 
ordinary commission only. . 

(Hints : 1. Out of 180 unsold bicycles 160 are ‘o Je v^ued at 
cost + proportionate expenses and 20 bicycles at 
(cost t prop, expenses) less 30% depreciation. 
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2. . Since Del Credere commission is paid, consignee 
must bear the bad debts. However, discount is to 
be borne by the consignor.) 

[Ans. Consignment Profit Rs. 58,800 , Stock Rs. 44,544} 

27. K.- Sen of Calcutta consigned 100 boxes of cutleries cost- 

ting Rs. 30 per box to B. Bamji of Bombay, invoiced at selling 
price which was 20% above cost. He paid freight, cartage and 
insurance Rs. 100 

On receipt of the consignment B. Bamji spent Rs. 80 for rail¬ 
way dues and cartage to his fhop. On opening the boxes he found 
10 boxes of inferior quality and returned the same to the consig¬ 
nor. 

B. Bamji spent another Rs. 75 as selling expenses and sold 80 
boxes at Rs. 45 each. After deducting his commission at 7$% on 
gross proceeds he sent a cheque for the balance due to K. Sen. Show 
how these transactions would appear in the ledgers of K. Sen and B. 

Bamji. 

(Hints : 1, Value of goods returned should be calculated with¬ 
out proportionate expenses. 

2. (a) However, stock should be valued as usual by 
taking into account the proportionate expenses.. 
( b ) Since 10 boxes are returned, non-recurring ex¬ 
penses of 100 boxes should be charged to 90 
boxes and then stock should be valued. 

Valuation of stock~10x (30+20%)+(^?x 10 \ 

—360+20=Rs. 380. 

3. Non-recurring expenses Rs. 180 charged to 90 boxes.) 

[A»s. Consignment Profit Rs. 695 ; Stock Rs. 380 at 

inyoice pricP\ 

28. On 1 st January, 1972 S. Shankar sent on consignment to 
F. Fakir, 200 articles^ an invoice price of Rs. 180 each. The cost 
price was Rs. 140 each. Expenses paid by S. Shankar were : Insu¬ 
rance Rs. 180 ; carriage Rs. 120 and sundries Rs. 100. 

F. Fakir received the consignment on Jan. 15, and paid foi 
clearing charges. Octroi, *etc. Rs. 200. * On April 30, 1972 F. Fakir 
sent an A/S showing the following particulars : 


Gross Sales Proceeds of 150 articles @ Rs, 2C0 30,000 

Clearing etc. (as above) 200 

Advertising and other expenses 250 

Cash Discount 400 

Bad Debts 100 

Consignee’s Commission @ 10% on safes 3,000 

I 7 . Fakir sent a cheque for the balance. 
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treated in accounts. commis sion is given, bad debt* 

<«“ '£5 EbSifSthe consignor. The entry . s 

C^mentA/cDTc 

Profit Rs 4,900 as per Actual Costs and 
IA - S I’Slzr.ju. 7,,50 

Stock at trrrotce price Act^ Rs. 9,150] 

of Tata Hair Oil to M/s Gun^Bor.e^ r? 5 000 as freight *»£ 

bottle was R* 2 , Jh e tota ^y destroyed in course cttnagt 
which” be’insurers'paid directly to Tata Chemicals Ltd.. R* 350 

full settlement of the claim. consignment and accepted a 

M/s. Gun Boties rece ‘ v *‘* An account sales was sent by 

draft for Rs. 5,000 Tor f ° ur t ?^bottles were sold at Rs. 3 

sSit: JSSriTSTTp- - “ «”• 

M . Oon Bories r.pofi.d > *» of .00 do. .o 

tt.fi .to.. »“' hi, “^^^,” U .. b0 < > k. 0 f b oU 1 «. ~r- 

„ „ S .SogXfSft So »*" “• ,ted by 

B “ k <»-•=«• 

Account” without taking into account the claim 
recovered.. 

? When 250 bottles are lost, the consignees receive 
2 ' !nl 9 750 bottles. Of this 100 bottles is the nor¬ 
mal loss, thus leaving for sale only 9,650 bottles. 

• • 


3 . 


While calculating the value of closing stock (Le. 

9 7 50 —7,720—100=1,930), the cost plus propor- 
Ste expenses of 9,750 bottles received by the 
ronsiimecs should be treated as the cost of 9,650 
hottlesTfe 9,750—100). Thus loss of 100 bottles 
(normal loss) should be charged «o O.bSO bou.es 
and then the value of 1,930 unsold bottles st**u.s 
be calculated. 
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4. Valve of closing stock * 


Value of 10,000 bottles with expenses 

25,000 


Accidental Loss = 250 x 


10,000 


Rs. 

25,000 

625 


Value of 9,750 bottles received =~ 24,375 

Less value of 100 bottles Normal Loss «=> Nil 

Thus cost of 9,650 bottles = 24,375 

cost of 1,930 bottles = 4,875) 


[Ans. Consignment Loss Rs. 598 ; Accidental Loss Rs. 625 ; 

Value of Stock Rs. 4,875\ 
30. Mazda A Co., Bombay consigned 1,000 cases of wine to 
Patel A Co. of Abmedabad at an invoice price which was to give 
25% profit on sales. The cost of the consignment amounted to Rs. 
75,000 and the consignors spent Rs. 2,000 for packing and Rs. 3,000 
ior freight, insurance, etc. There was a breakage of 50 cases in 
course of transit and 50% of the invoice value was recovered from 
the Insurance Company in full satisfaction of the loss. 

The consignees spent Rs. 950 for Octroi, carriage, etc. They 
sold 800 cases for Rs. 1,00,000 and incurred selling expenses amoun¬ 
ting to Rs. 2,000. They are entitled for a commission of 5 V n on 
Sales., 


Write necessary accounts in the books of both the parties assu¬ 
ming that Patel A Co. settled the account by accepting a draft for 
three months. 


[Abs. Consignment Profit Rs. 28,200 ; Accidental Loss Rs . 
4,000, and Consignment Stock at invoice price Rs. 15,900 J 
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Joint Ventures 


Meaniss . . n.rtnership” without the use 

Joint Venture is.a ££££'partnership between 

^ r»r^n”wi.o is. 

*SSip c^eTV- * 

J °“ p— >JT 7S5US W- 
s:s'»g ssu’SSwtoi* «»!«•»“*» ° r » kmd v, “ h 

a view to share profits of such venture. 


Importance . funds or business 

Whenever a trader feels sh or <age >f mvolvcd in a n isolated 
skill or whenever he wishes ^ spread th busincssmen Such transac- 

transaction, he joins hands wit Consignment of goods, 

tions may be of the followmg nature^wr ( ) and Sale of 

ftpSSaSic? "f" liquidated 

be carried under joint venture 

without using trade name. 

Joint Venture and Partnership .houait we 

Joint Venture is partnership iu 

c*ll it as “temporary partnership. it cineis »i y 


the following respects : _ 

__-—-- 

Joints of 
Distinction 

Joint Venture 1 

Partnership 

1. Name 

No need of partnership name 

Partnership name is needed. 

2. Nature and 
Duration 

It is more of a temporary j 
nature restricted to a parti¬ 
cular job or work. 

It is of a continuous nature 
not restricted to a particular 
operation. 

3. Accounts 

Being of temporary nature no 
need of separate set of 
books of accounts. Co- 
venturers can record the 
joint venture transactions 
in their o\Vn accounts. 

Separate set of books ot ac¬ 
counts must be maintained. 
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JOINT VENTURES. 

4. freedom of 
Action 

K 

In addition to joint venture 
basinets, their co-venturers 
can have their independent 
business of the same type. 

Partners of a firm cannot 
undertake a business of 
similar nature in competition 
with the firm 

5. Dissolution 

As soon as a particular work 
is over, the venture dis¬ 
solves automatically. 

Partnership firm does not 
come to an end with the 
completion of a particular 
operation. 


Joint Venture and Consignment 

Co-venturers may undertake to consign goods to each other or 
to third parties, but such transactions cannot be called consignment 
transactions. However, they can be called “Joint Consignments” 
which differ from consignments in the following respects : 


Points of 
Distinction 

Joint Consignment 

Consignments 

1. Relationship 

Relationship between the co- 
venturers is that of the 
• 4 patners", 

Relationship of the parties is 
that of a "Principal and 
his “Agent". 

2. Nature of 
Business 

Joint venture is (temporary) 
partnership because co¬ 

ven turers arc partners. 

Agent neeq not be a partner. 
As sqch, this cannot be a 
partnership. 

3. Powers 

Full powers to the co-venturers 
i.e., to buy and sell the 
goods, collect dues, etc. 

Agent, being a servant, has no 
powers. Simply he has to 
obey the instructions of his 
principal. 

4. Profits and 
Commission 

Profits of the joint venture can. 
be shared in agreed pro¬ 
portion. Commission may 
or may not be granted to 
. the co-venturers. 

Agent has ro right to sharo 
profits. He can receive 

only the agreed amount of 
commsssion plus reimburse¬ 
ment of his expenses. 

5. Finance 

Funds are contribute^ by the 
co venturers. 

Principal provides the funds. 

6 Scope 

1 

1 

A __Af_n 

Joint venture business may be 
for sale ol goods or to carry 
any otl^ti activities. 

L.__ 

Consignments are meant for 
sale of goods alone. 


Accootiig Procedure 


Joinl Venture transactions arc recorded in one of the three 
following method?: 
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(I ) Where no separate books sre kept are recor ded in 

Under this system, joint ven *Y r part c f his general busmess 
- Knoks of each co-vcnturcr, a f rr\ joint Venture Account, 

b ^tions Each co-venturer prepares {) recording the 

m) Where separate books are the reC ords individually. 

W Under this method. no party k t ^ whole busmess in the 

(ffl) Where only one party maintains «he ^ tfae transa ctions 

In But, only one co-venturer 

J^rordifalMh* transaction j®!**® ^g|hods join t venture accounts 

m JTSS SS. « TSSJSf kept* almost *in fhe^ame 

S?mo P f trading, jomt venb«|a^ounU t ar us 9 ^ ^ account » g 

manner as consignment account. 

procedure in detail Book, of 

(1) Where no Separate Hooka are kept in the Books 

SUMMARY ENTRIES _ 

(I) Transactio n, of the reran* reco rdh, g^e aen'e- - ' 

- 1 Journal Entries to be passed 


Transactions 


m Cash contributed or 
' ' Goods Purchased for Joint 
Venture____ 

<21 Goods taken out of own 
K) Stock for Jt. Venture 


(4) Goods sold for c*sn 


irtbit Venture account 
*To Cub or Bank account 

_ ■ 

Joint venture account 

*o Goods account _ 

Joint Venture account 

To Cash or Bank account 


(5) Goods sold on credit 

(6) Cash received from debtors ””j 
/7) Discount allowed/Bad debts 


Cash or Bank account 

To Joint Venture a ccount 

Debtors account 

To Joint Venture account 
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(8) Cash/BilJ receivable received 
from the other co-venturer 

Cash or Bank/B/R Dr. 

To Co-venturer’s account 

(9) Cash/Bill payable given to the 
co-venturer 

Co-venturer’s account Dr. 

To Cash or Bank/B/P a/c 

(10) Commission or salary, etc. 
receivable 

Joint Vesture account Dr. 

To Commission or Salary etc. 
account 

(11) Unsold stock of Jt. Vr. taken 
into stock 

Stock account Dr. 

To Joint Venture account 

(II) Transactions of the Co-Venturer 

(12) Cash contributed/Goods contri¬ 
buted/Goods purchased for the 
Jt. Vr. by the Co-Venturer. 

Joint Venture account Dr. 

To Co-Venturer's account 

(13) Any expenses ofJt. Vr. paid by 
Co-Venturer, any discount allow¬ 
ed by him or bad debts incurred 
etc. 

Joint Venture account Dr. 

To Co-Venturer’s account 

(14) Goods sold by Co-Venturer for 
cash or on credit 

Co-Venturer’s account Dr. 

To Joint Venture account 

(15) Commission or Salary payable to 
Co-Venturer 

Joint Venture account Dr. 

To Co-Venturer's account 

(16) Unsold stock taken by theCo- 
Vcnturcr 

Co-Venturer’s account Dr. 

To Joint Venture account 

(JP) Result of the Venture 

(17) ( a ) If there is profit on Joint 
Venture 

Joint Venture account Dr. 

(0 To Profit & Loss a/c 
(Our share) 

(//) To Co-Venturer’s a/c 

(Co-Venturer’s share) 

( b ) If there is loss on Joint 
Venture 

(/) Profit & Loss a/c Dr. 

(Our share) 

( ii ) Co-Venturcr’s a/c Dr. 

(Co-Venturer’s share) 

To Joint Venture a/c 


(IV) Settlement of account 


(18) (a) If Cash or Bill Is received 

Cash or B/R or account 

To Co-Venturer’s account 

Dr. 

(6) If Cash or Bill is given 

Co Venturer’s account 

To Cash or B/P account. 

Dr. 
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JOINT VENTUMS recei ves cas h from Debtors 

. (i) When one co-venturer , g Also, 

ass “ *“ r d=s 

debts on creci'i j$ credited . 

Co-venturer s / Venture A/c (a«<f not the 

n ~. on the date of clos ' ng , there is any Closing Stock, it 

should be credited to b-fore all the goods 

CSSTam* 

—«■« '— lem ; 0 <. ***. 

Eknath Solkar and ^ t ^ c proportion of 3/5 and 2/5 

2 °5(K) C «f -PPlied. golds 

stiff •*— — “ 

* S 3 H°“„h ,o,d ». *oo t on ^,f of So - 

realised Rs. ^’^dKco^nt ^th Faruq by a bank draft, 
sales. Eknath settled Eknath and ledger 

Give journal entries in the books 

accounts in books of both. 


Solution and Notes : 

Journal of Eknath Solkar 


Date 

Particulars 

L. 
. F 

Amount 

Debit 

' " - R< ' 

Amount 

Credit 

Rs. 

\ 

• 

i 

i 


Joint Venture account 

To Goods account 
(Goods supplied by himself) 

Dr. 

• • 

r- *' 3 

**15,000 

15,000 

1 

1 

i 

• 


Joint Venture account 

To Cash account 
(Spent for Joint Venture expenses) 

Dr. 

2,500 

2,500 

j 


Joint Venture account 

To Faruq Engineer s account 
{QOodi $9D*lied by Faruq) 

Dr. 

20,000 

20 , 00 a 


i 



JOI?4T VBNTUKBS 


Joint Venture account Dr. 

To Faruq Engineer’s account 
, (Cash paid by Faruq for Joint Venture 
expenses) 

Cash account Dr. 

To Joint Venture account 
, (Sales proceeds realised by himself on 
; behalf of Joint Venture) 

J Joint Venture account Dr 

To Commission account 
! (Commission receivable from Joint Venture). 

' Joint Venture account Dr. 

To P. A L account 
To Faruq Engineer's account 
(His own share of profit transferred to 
! P. & L. a/c and Paruq's share transferred 
j to Faruq’s Account) 

• Faruq Engineer's account Dr. 

To Bank 

I (Paruq's Account settled by Bank Draft) 


3,000 — 

— 3,000 


50,000 — 

— 50.000 


2.5C0 — 

— 2.500 


7,000 — 

— 4,200 

— 2,800 


25,800 — 

— 25,800 


LEDGER OF EKNATH SOLKAR 
1. Joint Venture with Franq Account 




By Joint Venture accouq* 
(Goods supplied ) 

„ Joint Venture account 
(Expenses paid ) 

„ Joint Venture account 
{Share of profit) 


25.000 
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JOINT VENTUMS 


Df. 


To Goods supplied 

C.sb/orW«»« 


LEDGER of FAROQ ENGINEER 
joint Venture with Ek.Bth Solkar Acco— 



Eknath Solkar 
(Goods supplied) 

Eknath Solkar 

(Expense* pud) 

Eknath Solkar 
l Commission on saw) 
Eknath Solkai-3/5 profi 

;; P * L. a/C -2/5 profit 


»» 


»» 



By Eknath Solkar 
(Sales proceeds) 


Dr. 


Ekaah Solka s Accent 


To Joint Venture account 
(Sales proceeds) 


Rs. 

50.000 


50.000 


By Joint Venture account 
(Goods supplied) 

Joint Venture account 

” (Expenses paid) 

,, Joint Venture account 
(Commission) 

„ Joint Venture account 
(Share of profit) 

,, Bank account 


50,000 

Cf 

- 

Rs. 

15.000 

2.500 

2.500 

4,200 
25,*00 


50.000 


ILLUSTRATIVE PROBLEM NO.l (Trading Business) 

Adhikari and Baig entered into a joint venture to buy and sell 
■certain .econd hand materials. Baig is to look after the repair and 

sale for which be is entitled to a commission of 2% on grdss sales. 

The profits and losses are to be shared equally. 

Adhikari purchased materials worth Rs. 31,200 and paid for 
carriage and repairs Rs, 4,800. Baig purchased materials amounting 
to R!s. 13;800 and contributed, out of his own stock , goods worth 
Rs. 10,000. He spent for carriage, and repairs Rs. 9,460 and sent a 
Bill to Adhikari for Rs. 9,000 as advance. 

Baig sold all the goods for Rs. 82,000. Adhikari is to be 
credited with Rs. 300 as Rent for his storage. 

Write the necessary journal entries and open ledger accounts m 
4he books of both the parties. 






The settlement of accounts between the parties was made in 


cash. 


I. Joaraal of Adbikari 


Joint Venture with Baig account Dr. 

To Cash account 

(Goods purchased on Joint Venture) 


Joint Venture with Baig recount Dr. 

To Cash account 
i PaiJ for carriage and repairs) 


Joint Venture with Baig account Dr. 

To Baig'* account 

(Goods purchased by Baig for Joint Venture) 


Joint Venture with Baig account Dr. 

To Baig's account 

(Goods contributed by Ba g for Joint Venture) 


Joint Venture with Baig account Dr. 

To Baig's account 

(Cash paid by Baig on carriage and repairs) 

B 11s Receivable account Dr. 

To Baig’s account 

(Bill received from Baig as advance) 


Baig's account Dr. 

To Joint Venture with Baig account 
(Goods sold by him for cash) 


Joint Venture with Baig account Dr. 

To Baig’s account 

(Commission d ie to him @ 2% on sales) 


Joint Venture with Baig account Dr. 

To Rent account 
(Rent due for use of storage) 


Joint Venture with Baig account Dr 

To Profit & Loss account 
To Baig’s account 
(Profit on J V. disributed equally) 


Cash account Dr 

To Baig's account 

(Cash received in settlement of his account) 



82,000 


1,640 


9,000 


82,000 


1,640 



32,700 
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LEDGER of ADHIKARI 
Joint Venture with Baig Accoo 


To Cash account 

(Goods Purchased) 
(Expenses) 

To Bali’s account 

(Goods Purchased) 
(Goods Contributed) 

( ( K£i ) oa@2*/.on 

sales) 

(Our share of proiit) 
To Baic's account 

(His share of profit). 


31.200 

4.800 

13.800 

10.000 

9.460 

1.640 

300 

5.400 

5.400 

*82.000 


Baig's Account 


By Balg’a »ccount 
<Sales proceeds) 


To Joint Venture with Baig a/c 
(Sales proceeds) 


Rs. 

82,000 


R*. 

82.000 


82JOOO 


62.000 


By Joint Venture with Baig a/c 

■(Goods purchased) 3.800 

(Goods contributed) 10,000 

(Expenses) 9 * 46a 

Bills Receivable account 
(Advance) 9,00(3 

„ Joint Venture with Baig a/c 
(Commission) 

„ Baig’s account (Profit) 

Cash a/c WJj® 

82,000 


Joint Ventbre with Adhikari arcount Dr. 

To Cash account . 

(Goods purchased on Joint Venture account) 


Rs. 

13,800 

Joint Venture with Adhikari account Dr. 
To Goods account 

(Goods, out of our stock, contributed for 
Joint Venture) 


10,000 


13,800 


10,000 


9,460 





JOINT 


KS2] 




31.200 


Joint Venture with Adhikan account 
To Adhikari’s account 
(Paid by Adhikari on carnage and rep airs) 

^ a ?o*Jo?nt Venture with Adhikari account 
(Received for cash sales) ^ 

jirint Venture with Adhikari account Dr. 

To Commission account 
(Commission due @ 2% o n sales). 

Joint Venture with Adhikari account Dr 
To Adhikari’s account 
(Rent due for use df his storage) 


Adhi kari’s account 

(Cash Jmfd^rsettlcment of his account) 


LEDGER OF BA1G 
Joint Venture with Adhikari Account 


4.800 


82,000 


1,640 


10,800 


32.700 


To Cash acc6unt 

(Goods purchased) 

To Goods account 
To Cash account—(Expenses) 
To Adhikari’s account 
(Goods) 

(Expenses) 

To Coromfes'on accmwt 
To Adhikari’s accoont—(Rent) 
To Profit A Loss account 
(Our share in profit) 

To Adhflcari’s account 
(Hi^share in profit) 


13,800 

10,000 

9,460 

31,200 

4.8C0 

1,640 

300 

5,400 

5,400 


By Cash account 
(Sales proceeds) 


4.800 


82,000 








JOINT VENTURES 


11 


Adhftari** Accnoot 


To Bill* Payable account 
(Advance) 

„ Cash acoount 


9.000 

32.700 


41,700 


Bv Joint Vonture v^lth 
Adhikari account 

(Goods) 
(Expenses) 
(Rent) • 
(Profit) 


31,200 

4.800 

300 

5,400 

41,700 


siudcnts should study carefully ,hc summary Cntr.cs given on preceeding 
pages for thorough undemanding of Hie above splu.W- 

ILLUSTRATIVE PROBLEM NO. 3 (Trading Business,- 

the proportion of Jths to Amarnath and |ths to Borde A 

sends 90 Rales at Rs. 1,200 each paying payin | for 

Rs. 1.300 Borde sends 10 Bales at Rs. J 1 00 each, P y h 

freight and other charges Rs. 300. Borde * ;„, d by " 

Aina math on joint venture account All the bales 
Chaknpani f*r Rs. 1,40,000 out of whtahhc deducts Rs. . # 

his expenses and his commission at 3°' or. -ales. C a r P 
Rs I 04.200 to Amarnath and the remaining mount to Borae. 

Prepare Joint Venture Account and CO venturer's account m 
(he books c 'both parties. 

. Solution' and 'Notes : 

LEDGER OF AMARNATH 

Dr. Joint Vcntqrr^iih Account__IL 


To Cash account | I 

(Value of goods consigned i 1,08.00(8 

„ Cash account (Expends) 1,900 

„ Borde’i account 

(Value of goods consigned) ll.OOC 
(Expenses) - 300 

„ Profit and Loss account 

(3/5th share in Profit) 7,860 

„ Borde’s account 

(2/5 th share in Profit) 5,24C 


By Cash account 

Sale proceeds from 
Chakrapani U10JXO 

Less' Expenses 5.WW 


5.800 1,04,200 


M Border account 

(Balance sales proceeds, 
i.c., 1,40,000-1,1.0,000) 


30,000 


134,200 
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Horde's Accent 


To Joint Venture account 
(Cash remitted by 
Chakrapani)-' 

To Balance c/d 

Rs. 

30,000 

1.540 

t 

By Joint Venture account 

(Goods) 

(Expenses) 

, Cash accoont (Advance) 

„ Joint Venture account 
(Profit) 

Rs. 

11,000 

300 

1 15,000 

5,240 


31,540 


31.540 


Dr/ 


LEDGER OF BORDE 
Joint Venture with Amrnmth Account 


To Cask account 

(Value of Goods) 
(Expenses) 

„ Auiarnath’s accoout 
(Value of Goods' 
(Expenses) 

„ Profit and Loss account 
(2/5th share in profit) 

„ Amarnath*s account 
(3/5th share in profit) 



/ 

By Cash account 

(Sales proceeds from 
Chakrapani) 

,, Amarnath’s account 
(Sale proceeds from 
Chakrapani 1,40,000 

-30.000-5,800) 


Cr. 


Rs. 

30,000 

1,04,200 


1 ^ 34 ^ 


Dr. 


Amaroath's Account 


Cr. 


To Cash account (Adrance) 
„ Joint Venture account 
(Cash remitted by 
Chakrapani) 


Rs. I 
15.CC0I 

By Joint Venture account 

* (Goods) 

1,04.200 

(Expenses) 

Joint Venture account 

(Profit) . 


„ BaUnce c/d 

1.19.200 



Rs. 

1,08,000 

1,800 

7,860 

40 ^ 

1^19,200 


Note. Chakrapani being an agent, there >s no need of showing 
account in Joint Venture. However while record.ng the SAe “* 

figure It.e., Gfoss Sales less agent’s commtss.on and expenses) should bo 

-counted for. Thus there is no need of recording commission and expen** 

of the agent in Joint Venture account. Rs. 1.10,000-1.04^00-H.MQ. 
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Interest in Joint Venire Trunsuctions 

When the co-venturers invest into or rece.ve from Joint Venture 
^ ffelt suLs on different dates, the need of interest calculates 
'ZT interest is calculated on sums invested into joint ven.ure 
and'also on sums received on behalf of joint venture on ‘he basisof 
tried and «he net interest receivable Horn or payable to the 
^venturer is recorded in Joint Venture. 

The calculations are made either by . .king .ndividual items or 
«, y Product Method as already discussed .n “Account Current. 

l^t us study the following illustration : 


ILLUSTRATIVE PROBLEM NO. 4 

Ramesh of Bombay and Sore* of Calcutta entered into a 
joint venture for the import of Dyes from Europe. Ramesh pa.d for 
imports as under : __ 


Date 

Cost of Barrels 
Imported 

Import Duty and 
Dock Does 

Clearing and other 
Charges 

1-1-1970 

1-9-1970 

Rs. 7,48.500 

Rs. 2.49.500 

Rs. 4,29.750 

Rs. 1,43,230 

Rs. 63.750 

Rs. 21,250 

Total 

Rs. 9,98,000 

Rs. 5.73,000 

Rs. 85,000 


Total number of barrels imported arc 750 on 1-1-1970 and 250 
on 1 - 9-1970 and out of these 10 barrels were totally damaged in 
transit and Ramesh received Rs. 16,000 from the Insurance Co. m 
full settlement on 1-7-1970. Ramesh sent 300 barrels to Suresh on 
1-3-1970 paying Rs. 7,000 as freight and other expenses. Ramesh 
had received from Suresh Rs. 5,00,000 on 1-7-1970 and Rs. 3,00,000 
on 31-10-1970. His sales were 440 barrels on 1-4-70 for Rs. 8,56,375 
Jess brokerage Rs. 6,375 and another 160 on 1-11-1970 for 
Rs. 7,55,625 less brokerage Rs. 5,625. 

Suresh has sold 200 barrels on 1-7-70 for Rs. 5,22,600 less 
brokerage Rs. 2,600 and another 100 on 30-10-1970 for Rs. 2,61, 300 
less brokerage Rs. 1,300. 


Ninety barrels were remaining unsold when the accounts were 
'closed on 31st Dec., 1970. 
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JOINT VENTURES: 


Calculate interest @ S 1 per cent per annum payable to or 
receivable from the co-venturers and show how will it be treated m 
Joint Venture. Prepare ledger accounts in the books of both part**. 

Solution and Notes : 

Each Co-Venturer has to receive interest on money spent on 
the joint venture plus money paid to the other co-ventuw and ha¬ 
te pay interest on money received from sales and from other 

co-venturer. 

Interest for Rnmesb up to 31-12-1970 


Dote of 
transac¬ 
tion 


1-1-1970. 

1-9-19701 

1-7-19701 

1-3-1970 

1-7-1970 

n \Vi 

1-11-I970| 


Nature of Transaction 


Cost of BarreU-Mmoorf nutyo- 

Other charges (12 months) 
-do- (4 months) 
Received from Insurance Co (6 ..) - I 
Paid for freight, etc (10 |JJon hs) 
Received fro.n Suresh 

Rcce.ved from Sales 

—do — (2 months) 


Total 

Amount 


Rft. 

12,42.000 

4.14000 

16,000 

7,000 

5.00.000 

3.00.000 

8.50.000 

7.50.0C0 


Receivable 

Payable 

( Cr .) 

(Dr.) 

Rs. 

Rs. 

12.420 00 


1,380 00 

— 

— 

80'OC 

58 00 

— 

— 

2.500X0 


500 00 

^ mmm 

6.375C0 


1,25000 

13.8J800 

10.70500 

3.15300 



Interest for Suresh upto 31-12-1970 


Date of 
transac¬ 
tion 


Nature of Transaction 


Interest Interest 
Amount Receivable 


1-7-1970 Paid to Ramcsh 

90-10-1970 — 

1-7-1970 Received from Sales 

Sl-10-1970 -do— 


(6 months) 
(2 months) 
(£ months) 
(2 aivnnths) 


Rs. 

5.00.000 

3.00.0^0 

5,20,000 

2.60,000 


Total 

Net 


Rs. 

2.500 

500 


3,000 


p:: 


2,600 

433 


3,033 




V 
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Note : Since the account is not settled and tne joint venture . 
stock is lying with Ramesh, the amount is debited to his 
a/c by Suresh. Ramesh treats it separately by distinguishing the 
same from his personal stock, i.e., by debiting it to Joint Venture 
Stock A/c. Alternatively , the value of joint venture stock can be 
distributed between the co-venturer’s in their profit-sharing ratio. In 
such a case, the balance of each-co-venturer’s a/c, here, will be 
Rs. 3,84,907. However, this does not appear to be appropriate 
because without actually transferring the stock a co-venturer s a/c 
will be debited (Suresh A/c in this case) just nominally. In the 
former method, the co-venturer actually possessing the stock would 
be properly debited because he is answerable to the value of closing 
stock. 

Mcaonndim Joint Venture Account 

When joint venture transactions are recorded in the books of 
each co-venturer, profit or loss can be ascertained with the help of a 
Memorandum Joint Venture A/c. The ‘joint venture with......... 

(co-venturer) A/c’, as noted earlier, will be prepared on double- 
entry method but will take the place of a personal account. Hence, 
it does not disclose profit or loss. This profit or loss is ascertained 
in the Memorandum Joint Venture A/c and the same is recorded in 
the Joint Venture A/c. 

Two important points to remember in this method are : (a) In 
the ‘Joint Venture with... A/c’ each party records otlly his transac¬ 
tions relating to 'joint venture, and (b) In the ‘Memorandum Joint 
Venture A/c’ each party records transactions made by all parties. 


Following are the pro-forma 

Journal Entries In tbe books of each 

co-n ^urer only for his transactions : 

(1) For goods bought by him for 
cash: 

Joint Venture with.a/c Dr. 

To Cash/Bank a/c 

(2) For goods contributed out of his 
stock : 

Joint Venture with.a/c Dr. 

To Purchases a/c 
<3) For expenses paid by him : 

Joint Venture with.a/c Dr. 

To Cash/Bank a/c 
<4) For goods sold by him for cash : 
Cash/Bank a/c Dr. 

To Joint Venture with...a/c 

(5) For goods sold ny him on credit 
Joint Venture Debtors., a/c Dr. 

To Joint Venture with...a/c 

(6) For cash collected by him from 
debtors : 

Cash/Bank...a/d Dr. 

To Joint Venture 

Debtors a/c 


entries and the account : 

Memorandum Joint Venture Accowaf 


Purchases : Sales : 

By each By each 

Co-venturer Co-venturer 

Less Returns Less Returns 

Stock lost a'c.t 
Expenses : Amt. Reed, by 

Paid by each any party 

Co-venturer Stock : 

Bad Debts* Discount: Any goods taken 

Commission, etc. by co-venturer/s 
Payable to any Net Loss* 

co-venturer To each party 

Net Profit* : his share 

To each party 
h*s share 



•Either of these two entries 
will be there. 

tOnly the amount-recei ved is 
recorded. Any irrecoverable-loss is 
totally left off. 
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( 8 ) 


( 10 ) 


02 ) 


For cash received by him from 
the other co-venturer.. (5) : 
Cash/Bank..a/c vr. 

To Joint Venture with., a/c 
For commission , etc. receivable 
by him : 

joir.t Venture with., a/c Dr. 

To Commission A/c 

(<z) For Profit as per Memo. Jt. 

Vr. ale : . . A 

Joint Venture with A/c Ur. 

To P & L a/c 

(cm/y his share) 

/A) For loss as per Memo. Jt. 
Vr. ale: 

P & L a/c {only his share) Dr. 

To Joint Venture with...a/c 


(7) for Bad Debts incurred/discount 
allowed oy him : 

Joinr Venture with...a/c Dr* 
To Joint Venture Debtors a/c 
(9) For cash paid by him to the other 
Co-venturer : 

Joint Venture with...a/c Dr. 

To Cash/Bank a/c 
(11) For any stock taken by him : 

Purchases a/c . , Dr. 

To Joint Venture with...a/c 
(13) (a) For paying to Other party for 
settlement Z 

Joint Venture with...a/c Dr. 

To Cash/Bank a/c 
(b) For receiving from other 

pa^ty for seitlemert : 
Cash/Bank...a/c Dr. 

To Joint Venture with...a/c 


Illustrative Problem No. 5 

Amar and Bimal entered into a joint venture for purchasing 
second-hand motor-cycles, repairing and selling the same. Each 
nartv was to get commission of 5% on sales made by each and an 
equal share in profit. Amar bought 14 motor-cycles at an average 
n f Re ? 643 and paid for insurance and advertising, Rs. 678. 
Bimal contributed Rs. 16,000 for the purchase and spent Rs. 2,280 
for renairine. Amar sold 4 motor-cycles @ Rs. 3,300 each and 
Bimal sold 8 motor-cycles @ Rs. 3,340 each. Bimal charged Rs. 200 
for rent. The remaining motor-cycles were taken by Amar for 
Rs 5 000 and they closed the joint venture. Draw up memorandum 
joint Venture account and personal account in the books of both 
parties. 


Solution and Notes : (See page 18) 


(II) Where Separate Books Are Kept 

Under this method separate books are kept dealing with the 
joint venture transactions. These books are different from the books 
of the individual co-venturers. They are common to all co-venturers. 


In this case a separate Joint Bank Account (sometimes called 
Joint Account) is opened in the names of all co-venturers. All 
amounts contributed by them as well as amounts received ar$ 
deposited in this joint account and all the expenses are paid out of 
this account. Apart from his, the personal account of each co- 
venturer is also opened. It may also be termed as ‘Co-venturer's 
Capital a/c*. The profits and losses are shared as agreed to and the 
.final settlement is made through the Joint Bank Account. 

( Contd . on Page 19) 
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Co-venturer 



(9) Unsold stock taken by 
Co-venturer 

(10) Result of the Jt. Vr. 

(a) Profit on Jt. Vr. 

( b ) Loss on Jt. Vr. 


Joint Venture account 

To Co-venturers* Capital ac counts 

Co-venturers* capital a/c 
To Joint Venture a/c 


Note. Discount Received should be debited to Creditor s 
Account and credited to Joint Venture Account. Similarly, Dis¬ 
count Allowed and Bad Debts should be debited to Joint Venture 
Account and credited to Debtor’s Account. 
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ILLUSTRATIVE PROBLEM NO. 6 (Contract Business) 


Builder and Contractor undertook in Oct. 1965, the construe--^ 
tion of a Cinema Hall for Rs. 5,00,000 to be completed within one ; 
year. On the same date Builder brought in Rs. 50,000 and Contractor v 
brought in Rs. 10,000. These amounts were deposited in a Joint 
Bank Account which was newly opened by them for the purpose. 
Both agreed to share the profit or loss equally after providing for 
interest on capitals at 5% p.a. The work was completed on 30th 
Sept., 1966 and the following expenses were incurred and paid for 
from the Bank Account. 

Materials Rs. 2,30,000 

Wages Rs. 1,90,000 

Plant or Stores Rs. . 40,000 

Payment was received in instalments but due to certain defects, t 
a bill of Rs. 15,000 was not paid. The amounts were deposited 
into Bank as and when received. When the work was over, plant 
was considered as having depreciated by 20%. Half of the plant was 
taken over by Builder. The other half could be sold for Rs. 15,000 # 

Prepare necessary accounts in the ledger of Joint Venture. 
Solution and Notes : 

Dr. 1. Joint Venture Account Cr. 


To Joint Bank ( Materials) 

„ Joint Bank {Wages) 

„ Joint Bank ( Plant) 

„ Builder {Interest) 

„ Contractor {Interest) 

„ Builder (l share in profit) 
„ Contractor 

(1/2 share in profit) 


Rs. 

2,30,000 

1.9J.000 

40.000 

2.500 

500 

26.500 


26.500 


By Joint Bank {Contract Price) 4,85,000 
„ Builder I 

(1 12 Plant taken over) 

„ Joint Bank (1/2 Plant sold) 


16.000 

15,000 



2. Joint Bank Account 


To Builder {Capital) 

„ Contractor ( Capital) 

„ Joint Venture 
{Contract Pric *, 

„ Joint Venture 

{Sale proceeds of Plant ) 

Rs. 

50,000 

10,000 

4,85,000 

15,000 

By Joint Venture {Materials) 

„ Joint Venture (Wages) 

„ Joint Venture {Plant) 

„ Builder 

(Refund of Capital) 

„ By Contractor 
(Refund of Capital) 

Rs. 

2*30,000 

1,90,000 

40,000 

63,000 

37,000 


Pfjwf 


5,60,000 



1 + 
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Cr 


Dr. 


To Jo««t Venture 
(1/2 Plan* taken ) 


Rs. 

16,000 

63,000 

By Joint Bank {Capital) 

, Joint Venture {Interest) 

, Joint Venture ( Profit) 

Rs. 

50,000 

2,500 

26.500 

79,000 


79.000 

f . men mm 


4. Contractor’s Accoont 


To Joint Bank 

(Refund of Capital) 



By Joint Bank ( Capital) 

„ Joint Venture ( Interest ) 
„ Joint Venture {Profit) 


Rs. 

10,000 

500 

26,500 

37,000 


Notes: (1) Transactions are recorded in a separate set of 
books of Joint Venture and not in the books ot either of the co- 

venturjsrs. 

(2) Though Plant is an asset, it is debited to► ‘‘Joint Venture 
A/c” as generally done in the contract business. The balance after 
depreciation is usually recorded on the ciedit of Joint Venture . 
However, in this illustration since half of the depreciated plant is 
taken over by the co-venturer and the other half is sold, the amounts 
are credited to “Joint Venture Account”-and Builder s A/c and 
4 Joint Bank A/c” are debited respectively. 

(3) Depreciated value of the Plant is Rs. 32,000, i.e. % Rs. 
40 000 less 20% for one year. Half of this i.e. t Rs. 16,000 is taken 
over by Mr. Builder and the other half is sold for Rs. 15,000. 

(4) Interest at 5% is calculated on capitals for one year, 
from 1-10-65 to 30-9-66. 

ILLUSTRATIVE PROBLEM NO. 7 {Speculative Trade) 

■ Pal, Tiwari and Badal enter in a Joint Speculation to purchase 
scrap metal. Pai is to manage the venture and each one is to 
contribute Rs. 800. Profits and losses are to be shared equally and 
Pai is to receive a commission of 2J% on Gross Sales for 
management. 


•if Jan. 1 Opened Bank Account and deposited each partner’s 
Capital. 

„ 9 Pai purchased on Joint Speculation 325 tons Metal at 

' Rs. 3 per ton. 

f> 12 Paid by cheque, carriage thereon, Rs. 34. 

„ 16 Purchased from Scrap Metals Ltd., 400 tons Metal at 

Rs. 2*50 per ton. Paid by cheque, carriage thereon, 
. Rs. 42. 
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„ 19 Sold to Akay Industries Ltd., 600 tons of Metal at 

Rs. 4*50 per ton. 

„ 21 Paid Scrap Metals Ltd., cheque in settlement less 5% 

discount. 

Feb. 1 Sold 100 tons metal for cash at Rs. 5 per ton. 

„ 19 Received from Akay Industries Ltd., cheque in settle¬ 

ment less 3%. 

„ 28 The remaining 25 tons Metal, costing Rs. 75, was taken 

by Badal at 20% discount. 

You are required to open the necessary accounts and close 
the same. Each partner is entitled to interest on capital at 6% per 
annum. k 

Dr. Joint Venture Account Cr, 






9 To Joint Bank account 
(Me l nl Pure hast d ) 

12 „ Joint Bank account 

(Carriage) 

16 „ Scrap Metals Ltd. 

(Metal Purchased) 

16 „ Joint Bank account 

(Carriage i 

19 „ Akay Industries Ltd. 

(Discount ulluwra) 

28 „ Pai s Capital u/c 

(Commission at 7|% 
on Sotos Us. 2.70U+ 
As 600-*Rr 3.200) 
2S Pai S Capital a/c 
28 „ Tlmiri's Capital ;»/c 
28 „ Badal’s Capital a/c 
(Diterest 6% p a 

on Capital) 

28 „ Pai*S Capital a/c 

28 „ Tiwaris Capital a/c 

28 „ Btdal's Capital a/C 

(Prof t on Jt. V. 

Transferrtd) 


1.000 


Jan.19 


Feb. 1 



By Akay Industries Ltd. 
(Sales) 

„ Scrap Metals Lid. 

(Discount Received) 
„ Joint Bank a/c 
(Sales) 

Badal’s Capital a/c 
(Metal taken by him) 


2,700 


3.310 


3310 


.» * 
Feb. 1 


Feb.19 


To Pai’s Capital a/c 
„ Tiwari’s Capftal a/c 
„ Badil’s Capital a/c 
„ Joint Veotare a/c 
(Sales) 

„ Akay Industries. Ltd 

(2,700 -3P 



„ 12 
„ 16 
21 
eb. 28 


By Joint Venture a/c 
( metals ) 

(Carriage) *. 

( Carriage) .* 

„ Scrap Metals Ltd. 

„ Pai's Capital a/c 
, „ THrari’s Capital u/c 
t , Badal's Capital a/c 


1,246 


5,519 
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Pal’s Capital Account 


Feb. 28 


To Joint Bank a/c 




Rs. 

1,246 

Jan. 1 ! 
Feb. 28 


r.lt 

7,246 



By Joint Venture 
( Interest) 

(Commission) 
(Profit) 


Cr. 


RS. 

800 

8 

80 

358 

1,246 


Titran’s Capital Account 


Feb. 28 


To Jptnt Bank a/c 


Rs. 

1.166 


Jan. 1 
iFeb. 28 


1.166 


•* 


28 


By Joint Bank a/c 
,, Joint Venture a/c 
” (Interest) 

(Profit) 


Rs. 

800 

8 

358 

1,166 


Badal’s Capital Account 


Feb. 28 
28 


To Joint Venture a/c ( 

.Rs. I 

60 1 
I.U>6 

Jan 1 
Feb. 28 

By Joint Bank a/c 
„ Joint Venture a/c 

(Metal taken) 

(Interest) 

„ Joint Bank a/c 

.. 28 

(Profit) 


1.166 




Rs. 

800 

8 

358 

7,166 


L,d - R, » U • .X - — 2 

nchs SOOx-j^x £-*>■ » 

(3) Badul has taken metal worth Rs. 75 @ 20% discount, ..... 
Rs. 75 Rs. 15 = Rs. 60. 

ILLUSTRATIVE PROBLEM NO. 8 (Develops r of Land Estate ) 

sgrassr « 

Rs. 4 50 per sq. yard. . . . . 

Th? following expenses were paid in connection with the jo.nc 
venture x : 
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Items of Expenses 

Cost of levelling the land 
C^u.pensation paid for vacant possession 

Municipal Taxes 

Cost of fencing—paid by B 

Architect’s fees—paid by A 

Stamp duty and Solicitor’s fees—paid bv B 

General Expenses 


Rs. 

21,000 

7.500 

4.500 
3,000 

2.500 
8,000 
2,000 


There wes an income from sale of timber worth Rs. 2,000. 

It was decided to sell land in smaller plots of 500 sq. yards 
each. One sixth of the area was left over for public roads Ten 
plots were sold at Rs. 18 per sq. yard through land broker* 
were paid 2% brokerage on the sale price of land. A retamed one 
plot for his personal use at an agreed price of Rs. j1,000. The 

remaining plots were sold at a consolidated price of Rs. 1,15,000 

directly. 

Prepare Joint Venture Account, Joint Bank Account and 
Accounts of A and B, assuming that all accounts are settled. They 
shared Profits and Losses in proportion to the amounts invested by 
them in the Joint Bank. 


Solution and Notes : 

(1) Total land Purchased 

Less 1 /6th left for Roads 

Land available for sale 
Each Plot measures 500 sq. yds. 

Hence, there are 15,000-r 500-30 plots. 

(2) Sales : (1) 10 plots, i.e., 10 x 500 sq. yds. 


5,000 sq. yds. at Rs. 18 per sq. yd. 

Rs. 

Rs. 90,000 less 2% of this as brokerage 

Rs. 90,000—Rs. 1,800 

88,200 

(II) One plot to A for 

8,000 

(III) Remaining (19 plots) sold for 

1,15,000 

Total Rs. 

2,11,200 


18,000 sq. yds. 
3,000 

15,000 



Profit & Loss ratio between A and i>™90,000 : 60,000 


=3 : 2 
-3/5 and 2'S 
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-— 

Rs. 

Rs . 

To Joint Bank 

Cost of If nd 

Cost of LenUlng 

Compensation 
Municipal Taxes 
General Expenses 

81,000 

21,000 

7.500 

4.500 
2,000 

l 

1,16,000 

B‘s Account 

Cost of Fencing 
Stamp Duty 

3.0(0 

8,000 

11,000 

,, A’s Account 

Architect's Fee 
„ A’s Account 

M 315 Profit 

50,220 

2, 500 

„ A’s Account 

2,5 Profit 

33.480 

83.7C0 



2.13.200 


Sales of 1 imber 
Proceeds of 

JO Plots 

Less Brokerage 
Proceeds of 
J9 Plots 

„ A’s Account 
One Plot taken 


Rs. 

2,000j 

88,2001 

1,15.000 


Rs. 


2,05,200 

' 8.000 


2,13,200 


2. Joint Bank Account 


To A’s Account 

A't Investment 
„ B s Account 

B's Investment 
„ Joint Ventnre 

Sates of Timber 
Proceeds of 

10 Plots 

Proceeds of 

19 Plots 

Rs. 

2,000 

Rs. 

90,000 

60,000 

By Joint Veotore 

Cost of Land 
c ost of Levelling 
Compensation 
Municipal Taxes 
General Expenses 

Rs. 

81,000 

21,000 

7.500 

4.500 
2.000 

Rs, 

r,i6,ooo 

88.2C0 

1,15.000 


„ A’s Account 
( Repavment ) 

„ B's Account 
( Repayment ) 


1,34,720 

1.04.480 







itiW 

BE 



3,55,200 

A’s Account (Capital) 

To Joint Venture 

Cost of one Plot 
„ Joint Bank 
(Settlement) 


Rs. 

8,000 

1.34,720 

By Joint Bank 
(Inveitment) 

„ Joint Venture 
( Architect's Pee) 

„ Joint Venture 
(Profit) 


Rs. 

90,COO 

2,500 

50.220 



1,42,720 



1^720 


FPA-U/8 
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B’s Account (Capital) 


To Joint Bank 

( Settlement ) 

Rs. 1 

Rs. 

1,04,480 

By Joint Bank 
( investment ) 

„ Joint Venture 

Cost of Fencing 
Stamp Duty 

Rs. 

3,000 

8,000 

Rs. 

60,000 

11,000 




„ Joint Venture 

( Profit) 


33,480 

— 


1,04.480 



1,04,480 


Where only one Co-venturer maintains books 


As already noted earlier, under this method only one of the 
co-venturers records all the transactions of the joint venture. These 
:ec'>rds will be maintained by him along with his own business 
oansactions, if any. Generally, the other co-venturers pay cash to 
this co-venturer for carrying on the work. The additional accounts 
involved are : 

{a) Joint Venture Account and 

,r Personal Account of all the co venturers, except his own 

; H cause he cannot have his own account in his own books). 

VV ith the help of Joint Venture A/c, profit or loss is asccrtain- 
*• 1 ? nc1 lhe Personal accounts reveal net balances due to or from 
• ch account for final settlement. 

following are the proforma entries : 


■ tu .* \j.f* received from others 

bank a/c Dr. 

Tc. Co-venturer a/c 
J. i \ - son** supplied by him 

Jo. ft Vure a/c Dr. 

l o Purchascs/Sales a/c 
For expenses paid by him 
Joint Venture a/c Dr. 

To Cash/Bank a/c 

7 . For noodt sold by him 

Cash or Bank/Debtors a/c * Dr. 
To Joint Venture a/c 
<>. For receipt by him from debtors 
Cash/Bank a/c Dr. 

1 o Debtors a/c 

11. For bad-debts/discounts by others 
Joint Venture a/c Dr. 

lo Co-venturer a/c 
13. For goods taken by others 

Co-vemurer a/c Dr. 

To Joint Venture a/c 
I >. For commission etc. due to others 
Joint Venture a/c Dr. 

To r ’o-venturer a/c 


2. For goods bought by him 

Joint Venture a/c Dr. 

To Cash/Bank a/c 

4. For goods supplied by others 

Joint Venture ale Dr. 

To Co-venturer a/c 
6. For expenses paid by others 

Joint Venture a/c Dr. 

To Co-venturer a/c 
8. For goods sold (Ca sh/Credit) 
by others 

Co-venturer a/c Dr. 

To Joint Venture a/c 
10. For bad-debtsldiscounts In¬ 
curred by him 

Joint Venture a/c Dr. 

To Debtors a/c 
12. For goods taken by him 

Purchases a/c Dr. 

To Joint Venture a/c 
14. For commission etc. due to him 
Joint Venture a/c D-. 

To Commission (etc.) a/c 
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T 7 For settlement oj a/c 
Cash/Bank a/c 

To Co-venturer a/c. 
Co-venturer a/c 

To Cash/Bank a/c 


(а) For profit on joint venture 
Joint Venture a/c (Total profit 

To P & L a/c (his share) 

„ Co-venturer a/c (other’s 
share) 

( б ) For loss on joint venture 

P & L a/c (his share) Dr. 

Co-venturer a/c (other’s share) 

Dr. 

To Joint Venture a/c (Total 
loss) 


______j-—— --—- 

Notes : 1. *By him* means the co-venturer who is recording 
the transactions, and 

2. ‘ Others' means other co-venturers. 

Illustrative Problem No. 9 

* Ram Lai and Amar Singh enter into a joint venture for pur¬ 
chase of rice in Belgaum and consignment to Mathoor of Bombay 
for sale by him on a commission of on ell sales. Amar Singh 
invests Rs. 20,000 and receives a similar amount 

his investment. Amar Singh purchases rice ol Rs. 40,000 and sends 
to Mathoor at a cost of Rs. 3,900 as freight & other _ cx Pf 
Ram Lai sends-rice of Rs. 20,000 to Mathoor at a cost of Rs. 1,/UU. 

Mathoor sells 2/3 rds of the consignment for Rs. 50,000 and 
remits 10 Amar Singh Rs. 46,000 there being a bad debt ot Ks. zdu. 
The remaining quantity of rice is returned to Amar Singh who 
arranges for the sale of 80% of it for Rs. 27.000 on credit. The 

* expenses for this amounted to Rs. 500 and he allowed 1 % discount 
to debtors. There was a bad debt of Rs. 1,000. Ram Lai agreed 
to allow Amar Singh commission @ 5% on net amount realised on 

. sale effected by him. Ram Lai also took the unsold rice at a 
value of Rs. 5,200. Presuming the account was settled between the 
two, show the ledger accounts in the Books of Amar Singh. 

Solution and Notes : 

t 

Ledger of Amar Singh 

Dr. '3olnt Venture Account Cr. 


Bank ( Purchases) 

Bank ( Freight , ttc .) 

Ram Lai ( Purchases, 

Ram Lai ( Expenses ) 

Bank (Sale* Expenses) 
Debtor.? (Bad debts) 
Debtors (Discount % l % 
on R S . 26,00 ./) 

Commission (<® 5%) 

Ram Lai (Sfuire in profit) 
Profit & Loss a/c 


40.000 

3.9CO 

20,000 

1,700 

500 

1,000 

260 

1,262 

4,789 

4,789 


By Bank 

Sale by Mathoor 
Less Commission 
@ 7*% 

Less bad debts 


50,000 

/3.750 \ 
\ 250/ 


Debtors (Sales) 

Ram Lai (Stock taken) 


46,000 


27,000 

5,200 
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i 


To Joint Venture (Stock 
taken) 

„ Bank (Balancing figure 
paid In settlement) 

Rs. j 
5,200 

41,289 I 

By Bank (Advance) 

„ Joint Venture (Purchases) 

.. <£*/»•> 

„ .. {Profit) 

Rs. 

20,000 

20,000 

1.700 

4.789 


"46,489 ; | 


46,489 


1. Investment by Amar Singh has no entry in 


his 


hence no 


net 


Notes 
own books 

2. Consignment to Mathoor is not a transaction 
entry ; similarly, returns by Mathoor. 

3. Sale by Mathoor should be properly recorded at the 
proceeds, i.e., gross sales less his commission, expenses, etc. 

4 Amar Singh’s commission is @ 5% on net amount realis¬ 
ed i e , gross sales Rs. 27,000 less expenses, Rs. 500 ; Bad debts, 

Rs h000 ; and discount, Rs. 260 (1% of 27,000 less Rs. 1,000. 
bad debts)=Rs. 25,240. 

Exercise 3 

t 

1. Define Joint Venture. Under what circumstances is it 
prepared ? . 

2. Distinguish between 
* (a) Joint Venture and Consignment ; and 

( b ) Joint Venture and Partnership. 

3. Explain the different methods of maintaining Joint Ven¬ 
ture Accounts. 

4. What is a Memorandum Joint Venture Account ? 
summary entries when such an account is kept. 

5 Explain by means 'of journal entries how the following 
transactions are recorded by X and Y, when books are maintained: 
(a) by all co-venturers, (b) by only one co-venturer, (c) separately 
for the venture, and ( d) under memorandum method : 

(i) X bought goods, (««) Y supplied goods out of his stock 
UU) X pays for expenses, («v) Y takes unsold goods for himself. 
fy) Y pays to X advance against the Venture (vi) X bought goods 
Ld sent them to Y for sale on which E spent for freight and cartage 
(vii) Y returns part of goods received from X for sale, (yin) X a. 
Infilled for interest on his investment and Y for commission on 
Y collects money from debtors, and (x) Joint Venture 
“suits m a profit which X and Y share in the ratio of 4 : 3. 

6 - R Gurjar and A. Bepari entered into joint venture to 
deal with the sports materials. Gurjhr bought sports equipment of 
£ M OOO, spending Rs. 1.000 for freight A Bepan bought 
materials worth Rs. 15.000 and spent for godown rent, insurance, 
carriage inward, etc., R». l f 500. 


Give 
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R. Guijar realised Rs 16,000 by selling the whole lot. He 
had to spend Rs. 800 as selling expenses. 

A. Bepari sold all the materials at Rs. 21,000, spending 
iRs. 1,000 as selling expenses. 

Pass Journal entries and give ledger accounts in the books of 
<R. Gurjar and A. Bepari. [Ans. Profit Rs. 7,700 J 

7 Ar ; un and Bheem were partners in a joint venture sharing 
profit and losses in the proportion of § and f respectively. Arjun 
supplies goods to the value of Rs. 8,000 and incurs expenses 
.amounting to Rs. 1,600. Bheem supplies goods to the value of 
Rs. 6,000 and incurs expenses amounting to Rs; 1,000. 

Bheem sells the goods on behalf of the Joint Venture and 
.realises Rs. 20.0C0. Bheem is entitled to a commission of 5% on 
sales. 

Bheem settles his account by bank draft. 

Give journal entries and the necessary accounts in the books 
of both the parties. [Ans. Profit Rs. 2,400] 

8. Arvind and Makarand enter into joint adventure to ship 
goods abroad. Arvind sends goods of the value of Rs. 25,000, 
pays for freight Rs. 2,500 and sundry expenses Rs. 2,775. Makai- 
and sends goods valued at Rs. 18,750 and pays for freight and 
insurance Rs. 1,500 and Sundry Expenses Rs. 750. Makarand 
advances to Arvind Rs. 10,000 on account of joint venture. Arvind 
receives Account Sales and remittance of net proceeds for the whole 
of goods amounting to Rs. 52,000. 

Show how these transactions would appear in the books of 
Arvind and Makarand respectively assuming that final settlement is 
made between them. [Ans. Profit R 725 ] 

9. Anwar of Alnawar and Babasahw of Bagalkot ent into 
joint venture to consign timber and cement to Pyarelal of Poena to 
be sold on their joint risk whioh was in proportion of J and { 
respectively. 

Anwar sends timber worth Rs. 60,000 paying freight and other 
charges Rs. 5,000. . Babasaheb sends cement of Rs. 75,000 paying 
freight and other charges Rs. 8,000. 

Pyarelal sells the goods for Rs. 1,60,000 out of which he 
deducts Rs. 2,000 for his expenses and Rs. 8,000 for his commission. 

^r? e tiie b a J ance to Anwar Rs. 80,000 and to Babasaheb 

As. 70,000. - 

Prepare the joint venture accounts and co-venturers accounts 
m the books of Anwar and Babasaheb. (Ans. Profit Rs. 2,000 ] 

. 1®- Avinash and Harish entered into joint venture for buying 
and selling old railway materials. They agreed to share profits and 
Josses, in the ratio of 3 : 2. 


JOINT VENTURES 




Avinash purchased materials costing Rs. 75,000 and paid 
j, „ -too for carriage. Rs. 1,000 as commission on sales and incurred 
£ 500 towards travelling expenses. He effected sales amounting 

to Rs. 60,000. 




Goods Costing Rs. 4,000 were unsold and the same were taken over 
by them in their profit sharing proportions. 


„ jsotst sho " ,be 


11 Ajoy and Viiay were partners in a joint venture sharing 

s and losses in the ratio of 3 : 2. They made a contract to, 

V A Jrle 4 boo Shares of Rs. ICO each of Arunodaya Trading 

romnany Ltd . Kolhapur, newly incorporated Accord.ng to this 
Company Lt ^ , pay a || preliminary expenses and 

Sodavi^Tradhlg Company agr«d to alio, them 200 shares of 
R™100 each fully ohM up in consideration of their scrv.ces. 


_ incurred bv Aioy : Registration Fees Rs. 250; 

A dvertisinit*Rs. 4*,*280^ Piinting*& Stationary Rs. 400 and Legal 
Expenses Rs. 100. 


_ incurred bv Vijay : Office Rent Rs. 100, Salaries 

Rs. 150 ^,^ r" l^nd sUdry Expenses Rs. 150. 


Anolications were received for 3,900 shares only. Vijay 
contributedfor the undersubscribed shares. The company allotted 
them 200 shares as per contract. 


Ajoy received the sales proceeds of 200 shares at Rs. 90 each 
and the remaining shares were sold ny V.jay at Rs. 9. each. 


You are required to prepare the Joint Venture and individual 
accounts of Ajoy and Vijay. [Ans. Profit Rs. 11,9501 


12 Abraham and Balu were partners in a Joint Venture shar¬ 
ing profits and losses equally. Abraham supplied goodsi to the 

* _ _ A >./\ j ovnonenc amotintinC to ixS. JX). d2111 


”!ue P of Rs 250 abd incurred expenses amounting to Rs 20. Balu 
IV entire goods on behalf of the Jo.nt Venture and realised 
Rs. 600. Balu was entitled to a commission of 5^ on Sales. Balu 
settled his account by Bank draft. 


Give journal entries in the books of Abraham and Mu. ^ ^ 


13. Varde and Chavan entered into Joint Venture to construct 
a Bridge The sanctioned cost of the Bridge was R . 2,00,000. 
Profits 8 of the Joint Venture were to be shared by them in the Ratio 

of 3: 2. 
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Following were the expenses incurred by 
joint Venture : 


Iron Materials 
Wages 

Cement _ _ 

Architects’ Fees and Exps 

Plant . 

Sundry Materials 


Varde 

Rs.* 

40.000 

30.000 

19,000 

5,000 


them towards the 

Chavan 

Rs. 

21,000 

17,000 

11,000 


20,000 

7,000 

instalments. 


The contract price was received by Varde in two 
The plant was taken back by Chavan subject to 50% depre- 

ciation. . 

* • . Account and Personal Account m the 

Write the Joint Venture Account an ^ pnfi/ Rs 4Qfi0Q] 

books of both the parties. . 

,4. Chalterji o f Mg 

?o , ?L°»fd o“;SToi"lri.k«W«l>“ •« P r °P orl ' on 2 : 3 respec- 

" Ve ' y 0,4,..,* b &S .,R» g P»yWg. 

and other charges Rs. , ’. 2 00 8 and other expenses Rs. 700. 

6.000 on account of Joint Adven- 

ture. „ ... 

^ns y es D a e n V ? a 2 S l% for' S^nfmiss'ofanS 
5e remUs RL^ OOO to Cbatterji by a Bank Draft and the balance 
to Bhagwat by a Bill of Exchange. 

Prepare the necessary accounts including Devidas’s Account 
in the books of both the parties. 

mints : I. Devidas’s Account should be prepared on the same 
lines as in Consignment Transactions, i.e Devidas s A/c should 
be debited with Sales Proceeds of Rs. 75,000 and credited with his 
amount of expenses and commission Sundry total sales proceeds 
of Rs. 75,000 should be credited to Joint Venture and Exf cnses and 
Commission to Devidas should be debited to Joint Ventura. 

2. Cash received by Chatterji from Devidas will be debited to 
Cash A/c by Chatterji’s but debited to Chatterji s A/c by Bhaeawai 

(Ans. rrojii i J. / ✓ 1 

15. Sattaoaj and Juwabaj decide to underwrite the full subs¬ 
criptions at par of 10,00,000 Equity Shares of Re. 1 each m Mr 
Bubble Co. Ltd., Bombay and to pay all the expenses up to allot- 


32 JOINT VENTURIS 

ment in consideration of company issuing to them 50,000 Equity 
Shares of Re. 1 each fuliy paid. They agree to share profit or loss 
in the ratio of 3 : 2 respectively. 

Sattabaj introduced cash into the business to meet the follow¬ 


ing expenses : 

Rs. 

(«) Stamp charges and Registration Fees 4,000 

(if) Advertising Expenses 3,000 

(Hi.) Cost of Printing Memorandum and 

Articles of Association and Prospectus 3,000 

Jawabaj incurred the following expenses for the Joint Venture < 

Rs. 

(a) Solicitor’s charges 3,000 

( b ) Other Preliminary Expenses 2,000 


Applications fell short by 30,000 shares and Juvvabaj introduc¬ 
ed further cash on joint account to subscribe for the same. The 
guarantee having been fulfilled, the company handed over to them 
50,000 Equity Shares fully paid as per agreement. 

Sattabaj and Juvvabaj sold the entire share holdings they had. 
Sattabaj received Rs. 70,000 as sales proceeds of 50,000 Shares and 
Juvvabaj received Rs. 30,000 for the remaining. 

You are required to give the Joint Venture Account and 
Juvvabaj’s Account in the books of Sattabaj and Sattabaj’s Account 
in the books of Juvvabaj. 

[Hints : I. The 30,000 shares not subscribed by the public are 
taken over by the joint venture and then sold. 

2. Underwriting commission of 50,000 shares should directly 
be credited to Joint Venture Account.] (Ans. Profit Rs. 55,000) 

16. A and B entered into Joint Venture sharing profits and 
losses equally. They purchased a plot of land measuring 80,000 
sq. metres at the rate Rs. 5 per sq. mtr. A paid whole of the 
amount for the plot. Plot is divided into 5 sub-plots of 16,000 
sq. mtrs. each. A sells 3 plots at Rs. 8 per. mtr. and B sells 2 plots 
at Rs. 8 per sq. mtr. 

Following are other expenses incurred by B. 

Rs. 

Development Expenses 40,000 

Legal Expenses 15,000 

Prepare necessary accounts in the books of both the parties. 

[Ans. Profit Rs. 1,85,000] 

17. Ram and Rahim took up a Venture in supplying blankets. 
Ram was to purchase them and send them to Rahim who was to sell 
them. Ram was entitled to interest at 5% on money invested by 
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him and was to pay at 5% on money taken by him. Rahim was 
toTeceive a commission @ 4% on sales. Profits and losses were to 
he shared equally. On 1st January, 1971, Ram purchased 2,000 
blankets @ Rs. 30 each. He spent Rs. 2,000 on packing, forward¬ 


ing, etc. 


etc. He sold the 


and Rs. 29,000 


Rahim spent Rs. 3,000 on freight. Octroi, 
blankets as under : 

300 blankets on 1st February @ Rs. 45 each 
1:000 blankets on 1st July @ Rs. 50 each 
500 blankets on 1st October @ Rs. 42 each 

He remitted to Ram Rs. 10,000 on 1st March 

on 1st August. Rahim took the remaining blankets into his own 

stock at cost plus 25%. On 1st October, accounts were settled. 
Prepare accounts in the books of both the parties. 

[Hints : (1) Calculate interest on amounts invested by Ram and 
also received by him on the basis of period in months (on Product 
Method). 


(2) Calculate commission on all sales including goods taken 
into stock by Rahim. 

(3) For valuing the goods taken by Rahim take cost price 
without proportionate expenses (take at Rs. 30). 

(4) Do not calculate interest on amounts paid or received by 
Rahim.] 

[Ans. Profit Ps. 21,520 ; Interest Payable to Ram Rs. 1,800 

and Commission Payable to Rahim Rs. 3,680\ 

18. Maniar and Nambiar entered into joint venture for the 
purchase and sale of a property sharing profits and losses in the 
ratio of 2 : 1. Maniar provided Rs. 40,000 for the purchase of the 
property and Rs. 4,000 for legal and incidental expenses. Nambiar 
paid Rs. 2,000 in respect of insurace. Nambiar collected Rs. 8,000 
for rents for the first year of possession of the property and paid 
Rs. 20,000 in respect of repairs and management expenses. 

At the end of the first year, the property was sold for Rs. 
1,00,000 of which Maniar received Rs. 60,000 and Nambiar 
Rs. 40,000. 

Prepare necessary accounts in the books of both the parties. 

(Ans. Profit Rs. 42,000) 

Joint Banking Account 

19. Aiun and Bhaskar enter into a Joint Adventure and 
contributed Rs. 10,000 and Rs. 5,000 respectively sharing profits 
and losses in the ratio of 4 : 3. The sums are paid into a joint 
venture banking account. The purchases and sales on account of 
joint venture are Rf. 15,000 and Rs. 21,000 respectively. 
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The remaining stock is taken over by Bhaskar for Rs. 1,000, 
expenses paid by him are Rs. 750. Complete double entry records 
arc kept and all transactions are for cash., Arun drew out Rs. 1,400. 
from the joint banking account. 

Show necessary accounts. [Ans. Profit Rs. 6,250} 

20. Mahesh Kumar and Umesh Kumar doing business, 
separately as building contractors, undertake jointly to construct a 
building for a newly started joint stock company for a contract price 
of Rs. 2,50.000 payable as to Rs. 2.00,000 by instalmens in cash and 
Rs. 50,000 in fully paid shares of the new company. A joint bank¬ 
ing account is opened in their joint names. Mahesh Kurrar paying 
in Rs. 75,000 and Umesh Kumar Rs. 40,000. They are to share 
profit or loss in the ratio of 2: 1. Their transactions are as 
follows : 


Rs. 

Wages paid 45,000 

Materials bought 1,70,000 

Materials supplied by Mahesh Kumar 10,000 

Materials supplied by Umesh Kumar 7,000 

Architect’s fees paid by Umesh Kumar 3,000 


The contract was completed and the price duly received. 
Joint venture was closed by Mahesh Kumar taking up all the* 
shares at Rs. 45,000 and Umesh Kumar taking up the closing stock 
at Rs. 9,000. 

Write necessary accounts. [Ans. Profit Rs. 19,000 ] . 

[ Dr. Jt. Vr. ale with Rs. 5,000 for loss on shares ] 

21. Anil, Sunil and Kapil jointly undertake to erect a building 
for Kolhapur Construction Ltd., at a price of Rs. 15,00,000 to be 
paid as to Rs. 12,00,000 in cash by instalments and Rs. 3,00,000 in. 
Debentures of the company. They agree to share profit or loss. 
equally. 

They contribute : Anil Rs. 1,80,000, Sunil Rs. 2,00,000 and 
Kapil Rs. 1,00,000. These amounts are deposited into a Joint 
Banking Account. 

Anil gets the plan prepared and pays Rs. 20,000 for it. Sunil; 
brings into the Venture Machinery of Rs. 60,000 and Kapil brings, 
into venture a motor truck of the value of Rs. 50,000. Materials 
of Rs. 7,50,000, wages of Rs. 4,95,000 were paid through joint 
bank. 

On completion of the venture, Anil takes over unused 
materials of the value 6f Rs. 35,000 ; Sunil takes back machinery at 
Rs. 70,000 ; and Kapil takes baek the motor truck at Rs. 20,000. 
When the contract price was fully received Anil took over the 
Debentures at a valuation of Rs. 2,60,000. 
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. T Venture Account, the Joint Bank Account, the 
Account!'of^the Co-venturers after the final distribution and the 
settlement of accounts. 

[Hint : Loss on Debentures should be debited to Joint Venture 
Account.] f AnS . Profit Rs. 2,10,000 ] 

« TnnHnn enter into a Joint Venture to construct 

22. Sharma and Tondon enter imo ^ ^ ^ Tondon Rs 

a stadium. Sharma in sted . c< ; mnion Bank Account. Sharma 
35,000, which they remitted to a fe mater j a |s worth Rs . 

?S„ a U h /pa're',»b«»=,. .. -he of Rs . 30,000. 

The total wages amounted to Rs. 55,000 and materials in¬ 
cluding Toll supplied by Sharma did cost Rs. 90,000. They paid 
to the Architect Rs. 5,000. 

ssissr s££ b s f tfcBMPSi 

inclusive of the advance. 

Excess materials of the value of Rs. 5,000 were taken over by 
Sharma. 

Write the Bank Account, Joint Venture Account, Sharma and 
Tondon*s Accounts. 

[Hints : 1. Wages of Rs. 55,000 are inclusive of Rs 30,000 paid 
by Tondon. Therefore, only Rs. 25,000 should be credited to the 

Bank.] 

2. Similarly Materials cost of Rs. 90,000 is inclusive of Rs. 
20,000 brought by Sharma. Therefore, only Rs. 70,000 should be 
credited to Bank Account. 

3. Total contract price is Rs. 1,75,000) 

[Ans. Profit Rs. 30,000 ] 


23. Naik, Chavan and Mohite enter into joint venture with 
equal risks, contributing Rs. 2,500. Rs. 5,500 and Rs. 12,600 respec¬ 
tively towards their Capital Accounts. A joint banking account was 
opened and the amount of capital contributions from Naik, Chavan 
and Mohite was banked. 

They then purchased from Choudhari goods for Rs. 21,000 
paying him his dues by cheque. The expenses on the goods purchased 
amounted to Rs. 1,051. 

The goods were sold off for cash Rs. 9,100 and on credit to 
Shinde for Rs. 19,600, who accepted a draft for the amount. The 
bill was then discounted for Rs. 19,180. Naik who effected these* 
transactions was allowed 5% commission on sales. 
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Prepare necessary ledger accounts to record the above transac¬ 
tions assuming that final settlement between the partners are made 
by cheques through Bank. 

[Hint : Discount on Shinde’s acceptance should be debited to 
joint venture a/c.] 

[Ans. Profit Rs. 4,794] 

24. Avinash and Bipin eatered into a Joint Venture to purchase 
and sell plots. Avinash advanced Rs. 90,000 and Bipin Rs. 60,000 
and with these amounts they opened a Joint Bank Account with the 
Bank of India. 


The transactions of the venture were as follows : 


1. Purchased Land 90,000 

2. Incurred Legal Exps. 8,000 

3. Development Expenses 40,000 

4. Establishment Exps. paid by Avinash 7,000 

5. Indirect Exps. paid by Bipin 5,000 

6. Sales proceeds of half the land 80,000 


7. Sales proceeds of l/4th land received by Bipin 50,000 

8. Remaining land taken over by Avinash at Rs. 35,000 
Prepare necessary accounts in the books of Joint Venture. 

[Ans. Profit Rs. 15,000] 

25. P, Q and R jointly undertook to construct a Factory 
Building for a Limited Company. The contract price was 
Rs. 1,30,000 payable as to Rs. 25,000 in fully paid shares of the 
Company and Rs. 1,05,000 in cash by instalments. 

They opened a joint bank account and paid in : P Rs. 15,000, 
Q Rs. 18,750 and R Rs. 12,000. They agreed to share profit or loss 
in the ratio of 3 : 3 : 2 respectively. 

Apart from the above initial contribution, P paid Rs. 1,750 for 
architects’ fees, Q brought in a machinery of the value of Rs. 6,250 
and R brought in a Lorry of the value of Rs. 5,000. 

Cash paid from joint bank was for : 

Plant purchased Rs. 6,000 

Materials bought „ 40,000 • 

Wages disbursed ,, 48,750 

Materials worth Rs. 22,000 were purchased from M/s. S & Co. 
on credit. 

The contract was completed and the contract price was 
received less Rs. 5,000 (cash) for a defect in the work. 

On closing the joint venture : ( a ) P took unused materials of 
the value of Rs. 3,500 : (b) Q took back his machinery at.Rs. 3,000 ; 
(c) R took back the Lorry at a valuation of Rs. 2,000 ; and ( d) the. 
plant is sold out for Rs. 1,500. 
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A tu*ir dues less Rs. 2,000 discount and 
M/s. S & Co. contracted * company were taken over 

r ™ s,reu ^° n 

books ofP,Q&R- Q - p 

mints * 1. Discount of Rs. 2,000 received from S & Co., 
shouldbe credited to Joint Venture Account. 

2. Though euulracl price » cK“ 

Sr„S' di, Or T, rT'JSX' ? “ediicd, then 8 .. 5,000 shou.d be 
debited to Joint Venture as loss. 

3 . Loss on shares should belted to joint venture wh.ch 

is 20% of Rs. 25,000, t.e., Rs. 5,000.] [Ans Rs. 2,250) 
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(A) DEPRECIATION 

1 wg “F P j|S“ 

be used for ptoduction Impose . , he t of the value of an asset 

astfs. 

^asss-aa-4 *" «■* rr, ,i™ 

,o a very hOhflh.1 

figure. 

Depreciation and FU.ctuat.on 

Depreciation differs from fluctuation book 

sion it is f cle |^ a ‘ s d s e e P t r |nd^ (2 " SViifkage is permanent, con- 
:* ■nn and «rid«t But fluctuation is a temporary change m 

»”*•* ss ;; ^'ZSSxxjxbs: 

U ™“'b, a” o(T',u35.n. Further fluctuation refer, to floattug 
assets,Whereas depreciation refers to fixed assets. 

Causes of Depreciation 

There are two causes of depreciation. One ts internal and the 

other is external. . - 

Ml Wear and Tear of an asset due to its constant use for pro¬ 
duction is an internal cause of a decline in the value of an assct ' 
ItTs Vernal cause because it is inherent in the asset. A fixed asset 
begins to lose its value when it is used in the business. 

(2) Non-use of an asset is an external cause which makes the 
asset lose its value. Merely a passage or efflux of time renders the 
asset less useful. 

Other factors such as “accidents, change in fashions and 

tastes, new inventions, market conditions, government poli¬ 
cies,” etc. are no doubt responsible for the loss in the value of asset. 
But in no way they can be called as causes of depreciation because 
any loss caused by these factors is not depreciation ,n real sense. 
To be called as depreciation, a loss must be permanent continuing 
and gradual. It must be a loss in the book value of fixed asset. 
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Accidental loss may be permanent but it is not continuing and 
gradual. Market conditions may change the market values of the 
current assets but not the book values of the fixed assets. Therefore, 
though the ultimate effect of losses caused by these factors is the 
same as that of depreciation, these losses cannot be termed as depre¬ 
ciation, and therefore, these factors cannot be the causes of depre¬ 
ciation. “To treat a loss as depreciation when it is not 
depreciation when it is not depreciation is totally wrong and 
unpardonable.”* 

Need for Depreciation 

(i) To association the true result of the business : 

Depreciation being a loss will certainly affect the business 
profits. Therefore, to arrive at the true profits depreciation must 
be provided for and recorded. 

(?/') Replacement of Assets : 

Certain assets become valueless after having been used for 
certain period. To replace such useless assets by the new ones, a 
provision for funds is to be made well in advance. This can be done 
by making depreciation provision by setting aside every year an 
amount equal to the depreciation of an asset. 

(tit) Exhibiting True Values of the Assets in Balance 
Sheet : 

In a Balance Sheet, Assets must be shown at their true values. 
This is not possible unless depreciation is deducted from the values 
of these assets. 

Calculation of Depreciation 

Following basic factors are of utmost importance in calcula¬ 
tion of depreciation : 

(i) Cost of the Assets ; 

(n) Estimated working Life of the Assets ; 

(iit) The Residual or Break up or Scrap Value of the Asset at the 
end of its Estimated Working Life ; 

(iv) Interests on Capital invested in an Asset ; 

(t;) Amount of repairs, renewals , etc. ; and 

(vi) Us* of Assets , i.e.. Single Shift or Double Shift • 

The fall in the value of an asset can be calculated on deduct¬ 
ing its scrap value from its cost price, and then dividing 
such resulting figure by the estimated working life of the 
asset. Thus depreciation would be : 

Cost of the Asset less Scrap Value of the Asset 
Working Life of the Asset 


•Dr. A N. Agarwala : Higher Science of Accountancy. 
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Scrap Value is also known as Break-up Value,^ or lies,dual 

life-period of the asset and 

Sat can be sold for such a value. 

However, this sim P'.® of 1 various reasons, 

every asset and m every indu y , charging depreciation 

As 7uch different systems , oi c, cu.anng and a f sets used 

are dev.sedjo^suU roe tbods of depreciation are 

discussed in the foregoing pages. 

Methods of Depreciation 

/ Fixed or Equal Instalment or Straight Line Method or 

* /r fX erf Percentage on Original Cost Method. 

>■ sss-ss *r»vs 4 - 

i C22TE-*. cm - — *- 

5 Insurance Policy Method . 

* Depreciation, Repairs, and Renewal Provision (or Fund) 
Method. 

7. Revaluation Method. 

8. Machine Hour Rate Method. 

9. Depletion or Output Method. 

10. Mileage Method. 

All the methods differ from one another only in “calculation 
, ^rneciation 1 and not in its treatment in accounts. However, so 

fa f ras P “treatment of depreciation in accounts" is concerned “Depre- 
! iatinn Fund (or Provision) Method, Insurance Policy Method and 
Depmriation. Repairs, Replacement Fund Method- differ from all 
other methods. 

Accounting Procedure 

Depreciation being in the nature of loss is debited to “Depre¬ 
ciation Account” (or “Profit and Loss Account as ultimately 
depreciation is to be charged to P. & L. Account) and since it is a 
shrinkage in the value of asset, that ‘Asset Account is credited and 
the reduced value of the asset is shown m the Balance Sheet. 

However, this treatment differs slightly when depreciation is 
charged under “Depreciation Provision Method or Insurance Policy 
Method or Depreciation, Repairs, Replacement Provision Method. 
Under these methods, instead of crediting the shrinkage of an asset 
to “Asset Account”, it is credited to an altogether separate account. 
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viz.. Depreciation Fund or Provision Account, thus not affecting 
the book value of the asset but at the same time making the provi- T 
sion for depreciation. I 

Following entries are passed to record “Depreciation” under I 
both the systems : E 


Entries under all other methods 

Entries under “ Dcp . Provision ( Fund) 
or Dep. Policy ” Methods 

I. Depreciation account Dr. 

To Asset account 
(Depreciation written off) 

1. Depreciation account Dr. 

To Dep. Provision (Fund) a/o 
(Provision made for Depreciation) 

2. Profit Sc Loss account Dr. 

To Deperciation account 
(Transfer of Depreciation) 

2. Profit & Loss account Dr. 

To Depreciation account 
(Transfer of Depreciation) 

3. Cash/Personal a/c Dr. 

To Asset a/c 
(For sale of the asset) 

3. Cash/Personal a/c Dr. 

To Asset a/c 
(Eor sale of the asset) 

4. Profit Sc Loss a/c Dr. 

To Asset a/c 

(Transfer of loss on sale of 
asset) 

OR 

Asset a/c » „ Dr. 

To Profit Sc Loss a/c 
(Transfer of profit on sale of 
asset) 

4. Dep. Provision (Fund) a/c Dr. 
To Asset a/c 

(Transfer of relative amount of 
provision on the asset sold) 

5. Profit Sc Loss a/c Dr. 

To Asset a/c 

(Transfer of loss on sale of asset) 
OR 

Asset a/c Dr. 

To Profit & Loss a/c 
(Transfer of profit on sale of 
asset) 


Entry in the Balance Sheet. When depreciation is charged 
directly to ihe asset a/c, the asset appears in the Balance Sheet 
at its opening balance less depreciation for the year. If Deprecia¬ 
tion Provision (Fund; is created, the asset account is shown m tho 
Balance Sheet at its Original Cost less accumulated balance of the 
provision thus so far created. The asset a/c appears at its Original 
Cost only in the ledger. It changes only when further purchases arc 
made or part of the asset is sold. 

Sale of Asset. As noted in the above Table of pro-forma 
entries, on the sale of asset, the provision proportionate to the part 
of the asset sold is transferred to the asset a/c. This brings down 
the balance of the asset a/c to its depreciated value on the date of 
sale. On the basis of this depreciated value, the profit or loss on 
sale is ascertained and transferred to Pro.it and Loss Account. 
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Let us discuss these methods in detail : 


FIXED or EQUAL INSTALMENT METHOD 

a. «>••!< 


1. r 1 ALU ur - . 

Under this method a fl xe h d 3 y ea^ d u" i ng" the 'life t i me of 

depreciation at the end cl ^ ch h ['"^ e i ntention of reducing the boob 
the asset. It is so done with.the sole it ' , ue The amount so 
value of the asset to zero or to its break up vat 
written off is calculated as under 


Depreciation (D) 


or 


Cost of Asset (Cl less 
-Working Life ot Asset (n) 

C-S 

D= __— 

c = Cost of asset ; S =Scrap value ; 

„ = Working life in hours, years, etc., 
and D = Amount of Depreciation and the Rate ot 

Depreciation (RD) will be calculated as 


where 


RD 


* 100 . 


Thi, method is abb k»o«n as "IW ° h n ap °'S'”,o 

Cos' Method ' because the amdUU' <1 ' P f r asse , fltss any 

cahet^a* "straight Liar Method- because 

of the straight calculations of depreciation. 

According to this method. rcpairs ^^^“^jprovision for 

charged separately to £ r0 ® 1 V? telv Further, depreciation 

replacement has also to be made sepa y- j eDenden tiy in case 
-on any additions to the asset must be m ^ m ^ nd f e “ original 
the life of such additional asset differs from that ot me u b 

asset. 

Advantages 

(i) It is simple to operate, perhaps the simplest of all other 
methods. 

(//) it is safer to follow because its results are certain. 

(Hi) It is not misleading since depreciation js deducted from 
the asset itself, the assets show the true value in he Balancei Sheet 
On the contrary like in some other methods, if the depreciation 
shown on the “liability side, the reader may be confused. 

Disadvantages 

Though simplest of all other methods, it is not popular 
because : 
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(/) Total burden on profit and loss account of depreciatioa 
together with repairs and renewals is not only heavy but also dis¬ 
proportionate over the effective life of the asset. In the initial 
period such burden is light but in the later stage it becomes heavy 
because of increasing charge of repairs. 

(i7) In case of any additions or extensions to the asset and in 
case effective life of such additions is not the same as that of the 
original asset, calculations are to be made seperately and indepen- 
dently. 

(///) The book value of the asset may appear to be zero though, 
it may still be existing even after the expiry of its effective life. 

Scope of Application 

This method can conveniently be applied in these cases : 

(1) Where the lifetime and break-up value of the asset can bo 
estimated more accurately ; (2) Where the 'repairs* and ‘renewals* 
are more or less uniform of comparatively small. This is possible 
in case of assets like Patents, Short Leases, and Furniture, etc. This, 
method is not appropriate for Plant and Machinery because of its. 
heavy repairs and uncertain life. 

2. DIMINISHING BALANCE METHOD 

This method is an improvement upon the Fixed Instalment 
Method. The most serious defect of the Equal Instalment Method 
is the disproportionate burden on P. & L. a/c of depreciation together 
with repairs and renewals. This system has been devised to equalise 
such burden over the life period of the asset. 

Under this method, the amount of depreciation is calculated as 
a fixed percentage of the reducing or diminishing value of the asset 
standing in 4 he books at the beginning of the year, so as to bring 
down the book value of the asset to its residual value. Since depre¬ 
ciation is based on the diminishing value of the asset, it is heavier 
in the initial period and goes on reducing year after year. When it 
is considered together with repairs which are generally in increasing 
order in later years, the total burden of depreciation coupled with 
repairs and renewals on P. and L. account is more or less equal 
every year. 

This method is also known as “Reducing Balance Method” or 
“Fixed Percentage on Diminishing Balance Method,*’ or “Written- 
down-value Method” (WDV)*. The formula for Rate of Deprecia¬ 
tion is _ 

r=RD = l“V4 


•(See : A Dictionary for Accountants by Eric L. Kohler, pp. 157} 
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' M "°(l) 8 Conibmed effect “te "5™”“° increasing 

sss szs. s. , ta ...» 

j?s I” ■*»■“>- “ ™ de in ,hc midd “ 

Since «s« cannot be reduced* iU J»«5 
method, the *|toMJfJn, justified by thi. method. 

— (Tr^no.Te SU « i. no *»« ■ *»*• “' ,b ‘ ,d - 

D '“ d ;”rb” method cannot bring down the booh v.lne of the 

““'on Tffnres, it is very diffleul. to identify the individual .see. 

" investments i. the assets is iota,,, 

ignored. . . n nalise the burden of deprecia- 

(iv) This method is deyised to equ^^ accQUnt But this may 

tion and repairs tiiken together o r. rate of depreciation or 

r,e"uim P fte"«"n.anYlvhere asset need no, be reduced to aero. 

ILLUSTRATIVE PROBLEM NO. 1 „ 

1®. The rate of 

dePre Writ°"up 0 MacS Hunt for fiv°e years ending on 31st 

December, 1969, under : 

(a) Equal Instalment Method ; and 

(b) Diminishing Balance Method. 

S0, °T Und N er te fixed insta.ment deprecia^on charge is 

Rs. 10,000 every year, i.e 20 / 0 of Rs. 50,000 e y y 
Under Diminishing Balance Method, though percentage 
is a fixed one, actual charge of cieprec.at.or, goe on^educ 
ing. Thus for first year it will be 20% of Rs. : of 
Rs 10 000 but for the second year it will be 20^ 
40,000,’ i.e., 20% of (Rs. 50,000-Rs. 10,000) and so on 
3. After five years, there will still remain a balance under 
Diminishing Balance Method. 


2. 
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(a) Under Equal Instalment Method 
D r _ Machinery Account Cr. 


1-1-65 

To Bank 

Rs. 

50,000 

31-12-65 

»» 

By Depreciation 
(20% on Rs. 50,000) 
By Balance b/d 

Rs. 

10,000 

40,000 

1-1-66 

To Balance b/d 

50.000 

*40,000 

31-12-66 

»» 

By Depreciation 
(20% on Rs. 50,000) 
By Balance c/d 

50,0001 

10,000 

30,000 

1-1-67 

To Balance b/d 

40.000 

"o.ooc 

31-12-67 

»» 

By Depreciation 
(20% on Rs. 50,000) 
By Balance c/d 

40,000 

10,000 

20,000 

1-1-68 

To Balance b/d 

30,000 

*20,000 

31-12-68 

»• 

By Depreciation 
(20% on Rs. 50,000) 
By Balance c/d 

30,000 

10,000 

10,000 

1-1-69 

To Balance b/d 

20.0C0 

10.000 

31-1269 

By Depreciation 
(20% on Rs. 50,000) 

20,000 

*10,000* 



10.000 



10,000* 

(b) Under Diminishing Balance Method 


Dr. 


Machinery Account 

Cr. 

1-1-65 

To Bank 

Rs. 

50,000 

1 

31-12-65 

By Depreciation 





»* 

(20% on Rs 50,000) 
By Balance c/d 




50,000 




1-1-66 

To Balance b/d 


31-12-6* 

»* 

By Depreciation 

(20% on Rs 40,000] 
By Balance c/d 

8,000. 

32,000 





1 

40,000 

1-1-67 

To Balance b/d 

32.0C0 

31-12-6; 

»* 

By Depreciation 
(2<;% on Rs. 32,000; 
By Balance c/d 

ss co a 

6,400 

25,600 



32,000 
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1 - 1-68 


1-1-69 


To Balance b/d 


To Balance b/d 


1-1-70 To Balance b/d 


Rs. 

25,600 

31-12-68 

• • 

Bv Depreciation 

(20% on Rs. 25,600) 
By Balance c/d 

Rs. 

5,120 

20,480 

_— —. 

» w 


25,600 

25,600^ 

“20,480 

31-12-69 

ft 

By Depreciation 

(20% on Rs. 20,480) 
By Balance c/d # 

*4,096 

16,384 

-— 



20,480 

20.480 

*16,384 





ms to 


Machinery Account 


Cr. 


Dr. 

1-1-55 

To Bank 

5. Line 

Rs. 

50,000 

WDV 

RS. 

50,000 

31-12-65 

»• 

By Depreciation 
By Balance c/d 

5. Line 

Rs. 

10,000 

40,000 

WDV 

Rs. 

10,000 

40,000 



50,000 

__ _. 1 
5o,ooo: 



7o7ooo 

50,000 

1-1-66 

To Balance b/d 

40^000 

40^000' 

31-12-66 

»» 

By Depreciation 
By Balaoce c/d 

10,000 

30,000 

8.0C0 

32,000 



40,000 

40,000 



40,000 

40,000 

1-1-67 

To Balance b/d 

30,000 

32^000 

31-12-67 

»• 

By Depreciation 
By Balance c/d 

10,000 

20,000 

IIS 

10 8 I 



30,000 

32,000 



30,000 

32,000 

1-1-68 

To Balance b/d 

20,000 

25^600 

31-12-68 

»» 

By Depreciation 
By Balance c/d 

g§ 1 

j 

oo 

*5,120 

20,480 



20,000 

25,600 



20.00C 

25.600 

• 

1-1-69 

To Balance b/d 

To.ooc 

20,480 

31-12-69 

»* 

By Depreciation 
By Balance c/d 

To.ooc 

) 4,096 

16,384 



10.00C 

Is 



10,00( 

3 20,480 

1-1-70 

To Balance b/d 

— 

16,38* 






•S. Line=Straight Line M^hod ; WDV-Written Down Value 
ILLUSTRATIVE PROBLEM NO. 2 

On 1-7-1968 a Plant was purchased with a cost of Rs. 1,00,000. 
Tbe Plant was estimated to be useful for 4 years and the break-up 
value was estimated at Rs. 20,000. Calculate the annual depreciation 
Sd prepare ”fa»t .corn, for 4 year, »»de, F aedJp.^menl 
Method, assuming that accounting year ends on 31st December. 
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Solution and Notea : 


DEPRECIATION AND RESERVE 


1. When the rate of depreciation is not given, the amount of 'J 
depreciation can be calculated with the help of the following ' 
formula : 

Cost of Asset less Break up Value 1,00,000 —20,000 
Life of Asset ~~ 4 

= Rs. 20,000 p.a. 

% 

2. Plant is bought on 1-7-1968 and accounting year ends on 
31st December. Therefore, for the first time, depreciation is to be 
charged for six months, which is Rs. 10,000 (i.e., 1/2 of Rs. 20,000). 

3. 4 years will be ending on 30th June, 1972 when the Plant 
will have to be scrapped. 


Dr. Plant Account Cr. 


1-7-68 

To Bank 


31-12-68 

By Depreciation 
(six months) 

By Balance c/d 

Rs. 

10,000 




»* 


1-1-69 

To Balance b/d 


31-12-69 

»» 

By Depreciation 

By Balance c/d 

1,00,000 

20^000 

70,000 

1-1-70 

v 

To Balance b/d 

90,000 

70,000 

31-12-70 

By Depreciation 

90,000 
20™ 00 


M 

By Balance c/d 

50,000 

1-1-71 

To Balance b/d 

70,000 

50^000 

31-12-71 

By Depreciation 

By Balance c/d 



»» 

30,000 



50,000 




1-1-72 

To Balance b/d 

|j»TTjxo 

30-6-72 

ft 

By Depreciation 

By Balance c/d 
(scrap value ) 
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ILLUSTRATIVE PROBLEM NO. 3 

Shri Ford purchased a Motor Car on 1-10-1969 for Rs. 20,000. 
He estimates its effective life to be 20 years and its residual value 
Rs. 4,000 at the end of its life. 

State what amount should be charged as Depreciation for the 
period ended 31st Dec., 1969 and 31st Dec., 1970 under (a) Fixed 
Instalment Method and ( b ) Diminishing Balance Method if (i) rate 
of depreciation Is 4% p.a. and if (ii) rate of depreciation Is not 
given. 
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.^CIATION AND RESERVES 

Solution and Notes : scrap value has 

1. When the rate of 4eprwiatio beC ause such rate 

^diminishing balance) of the asset. . . 

“ Straight U- M«h«, •>* —™* ° f 

: is 

• Depreciation for 3 months^eindiing 3 i 1 goo. 

andD rpt.cT..io«toto„ryrat^.hg3. 70 ^ 

t! ^sjusv: A 8 ?- » 16 

• . • _:il La Do Qfwi I / P -. 2Q """ I 


0 000 -scrap value *.s. - / 

Annual amount of depreciation will be Rs. 800 

Or 


800 


RD = -§-X 100= -5^x100=4% P .a. 


... 3 months’ depreciation would be Rs @ 200 an^deprcciation 
>r the year ending 1970 would be Rs. 80 U, ® **/« 

(ft) Under Diminishing Balance Method the amount of deprec.a- 

ion would be as under : < _ _ ,, r 

liminished balance) for the year ending 1970, i.e., 

< n r> An A 


1 M 0 O 
1 


4 

100 


■ Rs. 792. 


j - ]UU 

(n) When the rate is not given it can be calculated as under . 
DR-1-V-§55 “°' 08=8% 

;;2?«m ft-KfiSo'-F” 1m 

00, i.e., Rs. 1,568. 


Rs 

400 


^ILLUSTRATIVE PROBLEM NO. 4 

A company purchased a second-hand machinery on 1st Jan., 
1969 for Rs. 17,000 and spent immediately for its repairs Rs. 1,800 
and for its erection Rs. 1,200. On 1st October 1969 it Purchased 
another machine for Rs. 10,000 and on 1st April, 1970 it sold off the 
first machine (purchased in 1969) for Rs. 16,000. On the same date 
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it purchased a new machine for Rs. 25,000. On 1st July, 1971 it 
bought a second-hand machine for Rs. 8,000 and spent for its repaid 
and erection Rs. 2,000 immediately. On the same date it sold the - ? 
second machine (,bought in 1969), for Rs. 8,500. 

Depreciation was charged at 10% on the original cost method 
and accounts were closed on 31st December every year. 

Prepare Machinery Account for the period ending 31st Decem¬ 
ber, 1971. 

Solation and Notes : 


1. Depreciation must be calculated on the basis of the period 
for which the machine is used. 

2. Depreciation on asset sold must be calculated to the date 
of sale. 

3. Any profit or loss on the sale of asset must be recorded 
separately under the heading “Profit or Loss on Sale of 
Asset”. 

4. Repairs to second-hand machine should be treated as the 
part of the cost of such machine. 

5. Erection and Installation charges should be included in the 
cost of asset. 


Machinery Account 


1.1.69 To Bank 

(Cost of second 
hand Machine) 
»» To Bank 

(Repairs) 

„ To Bank 

(Installation) 

1.10.69 To Bank 

(Cost of new 
Machine) 


1.1.70 To Balance b/d 

(18.000+9,750) 

1.4.70 To Bank 

(New Machine) 


17,000 

1,800 

1,200 


10,000 


m 


27,750 
25, COO 


1 4.70 


31.12. 


31.12.69 By Depreciation 
(2,000+250) 

(10% on 20,000 
for one year and 
10 % on 10,000 for 
3 months /.*., 
2.000+250) 

By Balance c/d 


By Depreciation 
H0% on 20.0C0 
for 3 Months) 

By Bank (Sales Pro¬ 
ceed of 1st 
Machine) 

By Loss on Sale of 
1st Machine) 1 
By Depreciation 
(!,* 00+1.875) 
(10% on 10,000 
for one year and 
10% on 25,000 for 
9 months) 

By Balance c/d 
(8,750+23,125) 


2,250 

27.750 


30,000 


16,000 

1,500 


2,875 

31,875 


52,750 





13 


depreciation and rbserves 


t i 71 To Balance b/d 

(8,750+23,125) 

i 7 71 To Bank 

1,/ * (Cost of second 

hand Machine) 
To Bank 

M (Erection) 

To Profit on Sale or 
” * second Machine^ 


3 ^ , - 7 - 71 By K& 

for 6 months) 

„ By Bank (Sales 

8 -°0° ^Machine) 

2,000 31.12.71 By Depreciation 

250 ( 1 * 0 % of 25,000 

| for one year and 

10% on 10,000 
for six months) 
By Balance c/d 
M (20,625 + 9.500^ 

"42,125 

30,125 


8,500 


3,000 

3 0,125 

"42,125 


30.1^ 1 1 __ 

-"^j^Tiiustration can be~soived" - under the diminishing balance 

method in the same manner. 

Not** 1 Loss on Sale of Asset . 

Notes. 1. =Rs lgj000 Uss Rs 500 (Depreciation) 

l ess Rs. 16,000 (Selling Price)=Rs. 1,500. 

2. Profit on Sale of Asset 

=Selling Price less Depreciated Value of Asset 
=Rs. 8,500-(8,750-500) 

-Rs. 8,500—Rs. 8,250=Rs. 250. 

ILLUSTRATIVE PROBLEM NO. 5 

A firm purchased a machinery for Rs 40,000 on 1st January 
1968 and decided to depreciate it at 10/ p.a. on diminishing 
balance method. 

On 31st December, 1971 the management decided to depreci- 
. 2 , 0 «/ d a on Straight Line Method with retrospective effect 

January 1968 and adjust the difference in depreciation 
Sg from ?he change in method through Profit and Loss Account 

of 1971. 

Show Machinery Account from 1968 to 1971. 

Solotion and Notes : 

(1) Depreciation @ I0’/ o p.a. on Rs 40,000 from 1968 to 1970, 
amounts to Rs. 12,000 under Straight Line Method whereas the 
actual depreciation charged amounts* to Rs. 10,840 (*•£•» 4,uuu+- 

3 600 f3,240) under Diminishing Balance Method. Thus if the basis 
of depreciation is to be changed from Diminishing Balance - 
Method” to “Straight Line Method” from the very beginning, the 
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additional depreciation required is to be recorded in books alon. 
the usual amount of depreciation in 1971. 

Therefore, on 31st December, 1971 the amount of depreciation 
would be Rs. 5,160, i.e., Rs. 4,000 as required under Straight 
Method plus Rs. 1,160, the difference between the amount to be 
charged and the amount actually charged till the end of 1970 
(/.*., Rs. 16,000-Rs. 10,840). 

Dr. Machinery Account Cr. .* 



1.1.68 

To Bank 

Rs. 

40,000 

31.12.68 

»» 

By Depreciation 
(10% of 40.000) 

By Balance c/d 



40,000 



1.1.69 

To Balance b/d 

*o 5 o" 

31.12.69 

** 

By Depreciation 
(10% of 36.000) 

By Balance c/d 



36.000 



1.1.70 

To Balance b/d 

"32.400 

31.12.70 

•i 

By Depreciation 
(10% of 32,400) 

By Balance c/d 



32,400 



1.1.71 

To Balance b/d 

^29^60 

31.12.71 

•t 

By Depreciation 
(Difference Rs. 1,160 
and Rs. 4,000) 

By Balance c/d 

1.1.72 

To Balance b/d 

29,160 

*24,000 




Rs. 


4.000 

36,000 


40,000 


3 

32 


zk 


36,000 


3.240 

29,160 


32,400 


5,160 

24,000 


29,160 i 


Notes 


(a) When the change is to be carried out in 1971, difference 
up to 1970 should be calculated. 

(b) After effecting the change, the balance of Asset is Rs. 
24,000 which would have been so had the Straight Line 
Method been followed since 1968. 


3. ANNUITY SYSTEM 


' Under this system the amount spent to purchase the asset is 
treated as capital investment and such investment is assumed to 
earn certain amount of interest. Interest at a fixed rate is calculated d 
on the opening balance of such investment and this interest is added ‘ 
to the asset every year on the assumption that had the businessman 
invested the money in some other securities, he would have earned 
the interest and thus bis investments would have increased in their 
value. 
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depreciation and reserves 

. methods annuity method does not ignor 
Thus, unlike other teii the cost of the asset together 

the loss of interest. Under th X y annually by equal msta ments 
with interest thereon are written [q zer0 xhe mstalments 

until the book va ' u % is re ^nf unaltered throughout the life of the 
(depreciation) so fixed remams u with the help of "Deprecia- 

tSEFS*™ specially prepared for th.s purpose. 

point of view of calculations. 

Disadvantages ^ based on an arbitrary rate and 

*not based on law. a . #:**•*. 

(ii \ It ; s m ost complicated and inconvenient in calculation 

particularly when the asset requires frequent add.tions, extent.ons, 
etc. 

(Hi) Depreciation charge remains the same but in'erest goes on 
diminishing every year. Thus the overall .mpact of deprec.at.on 
and interest taken together is not uniform. 

Scope of Application 

This system is most suitable for those assets which need heavy- 
canital investments but at the same time very little additions and 
extentions, replacements, etc. That is why this method does not suit 
to Plant & Machinery due to the fact that it requires frequent 
additions, extentions, replacements, etc. This system can very welf, 
be applied to long term lease. 

Accounting Procedure 

Entries are given particularly in respect of (1) Interest and (2) 
Depreciation. They are as under : 


Asset account Dr. 

To Interest account 
(At the given rate on the opening 
balance of each year) 


Interest account 
To P. & L account 
(Transfer entry) 


Depreciation account 
To Asset account 
(Fixed amount each year) 


P. & L. account 
To Depreciation account 
(Transfer entry) 


Following is the extract from Annuity Tables with the help of 
which amount of depreciation is calculated : 
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Annuity Table 

(Periodic amount required to write off Re. 1 with its Interest) 



\ Interest 
\ rate 

Years \ 

\ 

3% 

4% 

5% 

6% 

1 

1 030000 

1 040000 

1*050000 

1*060000 

2 

•522611 

*530196 

*537805 

*545437 

3 

*353530 

•360349 

•3672C9 

•374110 

4 

•269027 

•275490 

•282012 

•288591 

5 

•218355 

*224628 

•230975 

•237396 

6 

•184598 

•190762 

•197017 

•203363 , 

7 

•160506 

•166610 

•172820 

•179135 

8 

*142456 

•148528 

•154722 

•161036 

9 

•128434 

•134493 

•140690 

•147022 

10 

•117231 

•123291 

*129505 

•135868 

15 

083767. 

•089941 

•096342 

•102963 

20 

*607216 

073582 

•080243 

087185 


Calculation of Depreciation 

If rupee one is to be written off alongwith interest thereon at 
4% in 5 years, annua] depreciation required is Re. 0 224628. Thus, 
if Rs. 20,000 are to be written off in 5 years at 4%, the annual 
depreciation would be Re. O’224628x20,000=-Rs. 4,492 56 or it can 
be calculated as under : 

For Re. 1 Depreciation required is 0 224628 fas Der table 


For Rs. 10 

99 

99 

is 2 24628 

.\ For Rs. 100 

99 

99 

is 22 4628 

.’. For Rs. 1,000 


99 

is 224 628 

.*. For Rs. 10,000 

99 

99 

is 2246 28 

and For Rs. 20,000 

99 

» 9 

is 2x2246 28 


=Rs. 4492*56. 

ILLUSTRATIVE PROBLEM NO. 6 

On 1st January, 1967 a company purchased a Lease for fire 
years at a cost of Rs. 15000. It is proposed to depreciate the lease 
by Annuity Method charging 6% interest. Reference to Annuity 
Tables indicates that Re. 1/- can be depreciated by charging 
annually Re. 0 237396. 

Show the “Lease Account” for five years. 
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OBEREC.AT.ON and 

.»4 ln fi « ye.™ » l0 »a 

Rc 83S tt'rjzstjstiz .355.*»• 

& 15,000 th -«>* "> »' 3,560-94 „ 

Lease Account___ 


,5.W)O0 31-12-67 gggS^3T 12.33“ 06 

’l 0 - 00 - ” TsT^o'oo' 


1.1.67 To Bank 
31.12.67 ToIn«re»«i Jf00) 


1.1.68 To Balance b/d 
31.12.68 To lnKrcs« i2 339 . o6) 


1 1 69 To Balance b/d 
31.12.69 TotaW«t wi9 . 4j) 


1 1 70 To Balance b/d 
31 12-70 TO ln.erc n s. 6j528 63> 


1.1.71 To Balance b/d 
11 i? 71 To Interest 
1,12 7 (Balancing figure) 


15,900-00 

31-12-68 By ggg^Jf 9.518-46 


740*34 
13,079 40 


13,079*40 


3.-12-69 «y Depredation 3.560 94 


571-11 
To,089 57 


10.089 57 


6-578-63“ 31-12.70 By f$g?l 


39172 


6,920 35 


6,920-35 — 

T359“7 31-12-71 By Depredation 3.560 94 


20153 
”3,560"94 


3,560*94 


referred to. .. 

3 At the end of the lease period, the balance must be n.h 
4. DEPRECIATION FUND (OR SINKING FUND) METHOD 
Unlike other methods, this method ‘ S Jnt of the assetwh^n 

' Such 

ass- -«> » 
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the sense that the asset becomes useless over a period of time a 
provision for replacement must be made before the asset becom 
useless. 

However, provision for replacement should not be confused 
with depreciation. Depreciation refers to shrinkage in the value of an 
asset whereas provision for replacement refers to setting a side , front 
the profits y a certain amount of money and keeping the same in some 
outside securities. Depreciation refers to the past but provision for 
replacement has to be made to provide funds for the future. Thus this 
method considers not only depreciation but also the provision for 
replacement and kisses both the past and the future. 

Under this method the asset account remains untouched, /.e., 
at its original value throughout its lifetime. The amount of deprecia¬ 
tion is calculated with reference to Sinking Fund Tables. This 
amount is so fixed, that when considered alongwith the compound 
interest on investments, it will be just sufficient to provide a sum 
equal to the cost of asset less its break up value, if any by the time 
the asset becomes useless. 


Depreciation so oalculated is debited to “Depreciation A/c” 
as usual but credited to a new account, viz.. Depreciation (Sinking) 
Fund account instead of “Asset A/c”. Amount equal to such 
depreciation alongwith any interest earned on investments is set 
aside in some outside securities by debiting “Depreciation Fund 
Investment A'c” and crediting “Bank A/c”. Such investments are 
sold out and realised whenever needed for replacing an asset. Depre¬ 
ciation Fund, when no more needed, is closed by transferring to 
Asset A/c, which stands in the books at its original value. Any 
scrap value realised by the asset is credited to asset a/c. Any 
balance on the asset a/c is transferred to P. & L. a/c ultimately and 
thus all accounts are closed. Money realised by selling the invest¬ 
ments are, then, utilised for buying a new asset. 

This method is also known as Sinking Fund Method. 


Advantages 

(/) It provides a separate sum of money to replace the asset. 
Thus working capital is not disturbed. 

( 11 ) In public utilities like Electricity, Gas, Water, Railway 
companies, fixed assets are to be shown in the Balance Sheet at 
their original value. This is possible under this method, because 
instead of deducting the depreciation from the asset concerned it is 
separately shown as a liability under “Depreciation Fund A/c”. 

(Hi) The management will not be induced to use the depreci¬ 
ation fund for some other purpose as it is invested in outside 
securities. 

Disadvantages 

(i) P. & L. a/c is burdened heavily by fixed depreciation 
together with increasing repairs every year. 

( 11 ) This method is complicated due to difficulties in realisa¬ 
tion and re-investments of interest. 

(fit) There is risk of loss in selling the investments. 
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SC ° Pe Thi^method*is most suitable for costly but wasting assets like 
k Plant and Machinery. This method can conveniently be used in 
Public Utilities where assets are to be exhibited at their original 

value ' Accounting Entries 


Transactions 


I ? # Je When the Asset is 

bought 

Depreciation at the 
endof 1st year 
Depreciation Trans¬ 
ferred 

Investment of 
Annual Instalment 


2 . 


4 . 


Account to be Debited 


Asset a/c Dr. 

Depreciation a/c Dr. 

P. A L. a/c Dr. 

Depreciation Fund 
Investment a/c Dr. 


Had and Subsequent years 

1. Depreciation charges 

2. Interest on Invest- . 
ments received 

3. Interest Transferred 
to Fund 

4. Depreciation Trans¬ 
ferred 

5. Investment of 
Annual Instalment 
alongwith Interest 


Depreciation a/c Dr. 

Bank a/c D r . 

Interst a/c Dr, 

P. A L. a/c Dr. 

Depreciation Fund Invest- 
ment a/c Dr. . 


Account to be Credited 


Bank a/c Cr. 

Depreciation Fund a/c 

Cr. 

Depreciation a/c Cr. 
Bank a/c Cr. 


Depreciation Fund a/c 
Cr. 

Interest a/c Cr. 

Depreciation Fund a/c 
Cr. 

Depreciation a/c Cr. 
Bank Cr. 


Last year 

1. Depreciation charge* 

2. Interest Received 

3. Interest Transferred 
to Fund 

4. Depreciation Trans¬ 
ferred 

5. Investment Realised 
(Sale of Investments) 

6. Profit or Loss on 
sale of Investment 
Transferred - if Profli 

if Loss 

7. Balance of Fund a/c 
transferred to Asset 
a/c 

8. Balance of Asset a/e 
transferred to 
P. AL. 
i a) If credit 
(b) If debit 


Depreciation a/c Dr. 

• 

Bank a/c Or. 

Interest a/c Dr. 

P. A L. a/c Dr. 

Bank a/c Dr. 


Depreciation Fund 
Investment a/c Dr. 
Depreciation Fund a/c 

Dr. 

Depreciation Fund a/c 

Dr. 


Asset a/c Dr. 

P. A L. a/c Dr. 


Depreciation Fund a/c 

t Cr. 

Interest a/c Cr. 
Depreciation Fund a/c 

Depreciation a/c Cr. 

Depreciation Fund 
Investment a/c Cr. 
Depreciation Fund a/c 

Depreciation Fund 
Investment a/c Cr. 
Asset a/c Cr. 


P. A L. a/c Cr. 
Asset a/c Cr. 


PPA—U/10 




1 000000 
*492611 
■323530 
•239027 
•188355 
*154597 
•130506 
•112456 
098434 
087231 
•055767 
037216 


1 000000 
•490196 
•320348 
•235490 
•184627 
•150762 
*126610 
108528 
. 094493 
•083291 
049941 
•033582 


000000 

487805 

17209 

232012 

180975 

147017 

122820 

104722 

090690 

079505 

046342 

030243 


•485437 

•314110 

228591 

117396 

143363 

119135 

101036 

•087022 


075868 

042963 

027185 


ILLUSTRATIVE PROBLEM NO. 7 

An Educational Institution purchased a Lease of Land for 
Rs. 1,00,000 which was to run for five years. It was decided to 
raise a Sinking Fund to accumulate this amount at the end of the 
lease, the rate of interest being 5%. 

A reference to Depreciation Fund Tables shows that the annual 
amount of Re. 0180975 amounts to Re. 1/- after 5 years. 

Write up the necessary accounts for all the years. 

Solution and Notes 

1. One has to invest Re. 0 18095 every year to get Re. 1Y% 
after five years @5% interest. Thus to get Rs. 1 , 00,000 
the annual investment needed would be Rs. 18 , 097 * 50 . 

2. The Lease Account will appear at Rs. 1,00,000 for all the 
five years. 

3. Interest earned is to be transferred to Sinking Fund 
Account instead of P. & L. a/c. 

4. Sinking Fund and Depreciation Fund mean one and tht 
same. 
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fk: J)r 9 1. Lease Account Cr. 


(first 

year) 

To Bank 

1,00,000 

Rs. 

31-12 

By Balance c/d 

. Rc. 

1,00,000 


1,00,000 

- 




1,00,000 

4-1-19... 

{Second 

^ To Balance b/d 

1,00,000 

31-12 

By Balance c/d 


1,00,000 

year) 


1,00,000 





1,00,000 

4-1-19... 

(Third 

(year) 

To Balance b/d 

1,00,000 

31-12 

By Balance c/d 

■ • 

1,00,000 


1.00.000 




S 

1,00,000 

4-1-19... 

•(Fourth 

year) 

To Balance b/d 

1,00,000 

31-12 

By Balance c/d 


1,00,000 


1,00,000 



• 


1,00,000 

4-1-19... 

(Fifth 

year) 

To Balance b/d 

1,00,000 

31-12 

By Sinking Fund 


1,00,000 

L 








1 

| 

a 

1,00,000 




1,00,000 

Dr. 

2. Sinking (Dep.) Fund Account 


Cr. 

31-12 

•(First 

year) 

To Balance c/d 

18,097-50 

R«. 

31-12 

By Depreciation 

Rs 

18,097-50 










18,097-50 





18,097-50 

31-12 

•(Second 

year) 

To Balance c/d 

37,099-88 

1-1 

31-12 

By Balance b/d 

By Interest 

By Depreciation 

18,097-50 

904-88 

18,097-50 



37,099-88 





37,099-88 

31-12 

•(Third 

year) 

To Balance c/d 

57,052-37 

1-1 

31-12 

M 


By Balance b/d 

By Interest 

By Depreciation 

37,099-88 

1,854-99 

18,097-50 

31-12 

{Fourth 

year) 

To Balance c/d 

57,052-37 

78,002-49 

1-1 

31-12 

»* 


By Balance b/d 

By Interest 

By Depreciation 

57,052-37 

57T0T2” 

2,852-62 

18,097-50 








78.C02-49 

- t r- - —2 -— r— 

31-12 

{Fifth 

year) 

To Lease a/c 

* 


1-1 

31-12 

»» 

x 

By Balance b/d 

By Interest 

By Depreciation* 

78,002-4? 

3.9C0-1 

18,097-4’ 


1 

.00,000-00 





1,00, oca 
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3. Sinking Fond Investment Account 


31-12 To Bank 
(First 


Ks. 

18,097-5.0 


31-12 I By Balance c/d 18,097-50 


e 


year) 


18,097-50 


18,097-50 


1 - 1 - 
31-12- 
31-12- 


To Balance b/d TsTo't'o 31-12 By Balance c/d 37.C99-8S 
To Bank (Inte- 904 88 


rest) 


(Second To Bank 
year) 


18,097-50 

37,099-88 


37,099-88 


1.1 To Balance b/d ”“o»~88 31-12 By Balance c/d 57,052-37 

(Third To Bank (inclu 


year) sivc of Interest) 19,952-49 


57,052-37 


57,052-37 


1.1 To Balance b/d "" 0 T 2 ” 31-12 I By Balance c/d 78,002-49 

(Fourth To Bank (inclu- I 


year) sivc of Interest) | 20,950-12 

I 78,002-49 


M To Balance b/d 78,002-49 31-12 [By Bank 

(Fifth 
year) 


78,002-49 


78,002 49 


78,002-49 


78,002-49 


Depreciation in last year must be adjusted as balancing figure. 


Notes 


1. Interest on Investments can be invested or 

alongwith regular instalment as explained above. 

2. There is no need of making investments at the end oi 

last year since the investments are realised. 

3. In fact Investments should not be made m tractions. 
But in this illustration even fractions are taken into 
consideration. 

4. Interest on Investment Account ^ r> 


31-12-(2nd To Sinking Fund 9C4-88 
year) 


31-12 By Bank 


Rs. 

904-88 


31-12-l3rd 

year) 


To Sinking Fund I 1,854-99 


31-12-(4ih 

year) 


To Sinking Fund 2,852-62 



31-12-(5th To Sinking Fund | 3,900-12 31-12 By Bank 

year) I | I 
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ILLUSTRATIVE PROBLEM NO. 8 

Maharashtra Manufacturing Company purchased Machinery 
for Rs. 90,000 on 1st January, 1958. A Depreciation Fund was 
established to provide for replacement. Investments produced 5% 
interest annually. On 1st January, 1970 the Depreciation Fund 
balance stood invested at Rs. 78,000. The annual amount credited 
to the Depreciation Fund was Rs. 4,200. + 

On 31st Dec., 1970 the company sold Machinery at Rs. 10,500. 
Depreciation Fund Investment fetched Rs. 81,500 on sale. 

Show the necessary ledger accounts for the year ended 31st 
Dec., 1970. 

Solution and Notes : 

1. Ledger Accounts are to be shown only for the last year. 
Therefore, every account should be started with its Opening Balance. 

2. Investments need not be made at the end of 1970. On 
the contrary they are to be sold and realised. 

3. After having realised Rs. 10,500 by the sale of asset, the 
balancing amount should be transferred to Dep. Fund A/c. Similarly, 
any balance of Dep. Fund Investments (either profit or loss) should 
be transferred to Dep. Fund A/c. 

4. Balance on Dep. Fund (if any) should be transferred to 
P. & L. a/c of 1970 (or to General Reserve). 

5. Depreciation for 1970 should be provided for as usual. 

6. Similarly Interest on Investments for 1970 should also be 
transferred to Dep. Fund A/c. 


Macbiaery Account 


1-1-70 

31-12-70 

To Balance b/d 

To P & L a/c 
(Net Profit 
transferred) 

| Rs. 
90,000 
10,000 

31-12-70 

»• 

By Bank 

(Sale of Asset) 
By Dep. Fund 
(Balance Trans¬ 
ferred) 

KS. 

10,500 

89,600 



1.CO, 100 



1,00,101 


Depreciation Fund Account 


31-12-70 

To Machinery 
(Transfer) 

Rs. 

89,600 

1-1-70 

31-12-70 

»» 

»» 

By Balance b/d 

By Interest 

By Depreciation 

By Depreciation 
Fund Investment 
(Profit on Sale) 

Rs. 

78,000 

3,900 

4.200 

3,500 


— 

89,600 



89,600 
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Depredation Fond Investment Account^__ 


1-1-70 

31-12-70 

To Balance b/d 

To Depreciation 
Fund 

(Profit on Sale 
of Investments) 

Rs. 

78,000 

3.500 

31-12-70 

By Bank 

(Sale Proceeds) 

81,500. 



”81,500 



81,500 

Interest «n D. Fuod Investment Account 

31-12-70 

1 To Depreciation 
Fund 

Rs. 

3,900 

31-12-70 

By Bank 

3,900 

Depreciation Account 


31-12-70 

To Depreciation 
Fund 

Rs. 

4.200 

31-12-70 

By P. & L. a/c 

Rs. 

4,200 


Note 


All accounts are thus closed and with the help of Bank 
Balance new machinery can be purchased. 

5 INSURANCE POLICY METHOD 
T«,i, method is an improvement on “Depreciation Fund 
Method’’ There are certain drawbacks in Depreciation Fund 
Mp hod ' Investments in proper securities, realisation and re-invest- 
^phk of interes etc. are complicated matters. Further there is risk 
PiSSi'n *^investments. Insurance Policy Method removes all 
thesedefecfs of Depreciation Fund Method and gives better security 

*° ^Mnder Insurance Policy Method, the amount equal to annual 

dpnreciation of the asset is invested with an Insurance Company by. 
depreciation Policy. This method does not consider 

interest ^investrRents andf therefore, there are no.problems of 
re-disine and re-investing such interest. The specialty of this method 
ft not only provides funds for replacement but also provides 
secSrity to Vhe S Once the policy is taken, any loss to the asset 

is secured- to Depreciation Fund Method. Under 

both the systems “Depreciation A/c" is debited and “Deprecation 

Fund A/c” is credited with the annual amount of depreciation, and 
fpp^ndiv money is invested outside the business. However, the 
noints of difference between the two methods are : (1) Interest is 

?° ,*A in Pnlicv Method and (2) Investments are not made in any 
Zs de rSS as n Depreciation Fund Method, but a Policy is 
Token ouTfor ,he amount necessary to replace the asset when it be¬ 
comes useless. (J) Such investments are made at the end of the year 
under Depreciation Fund Method bu, Policy Premium is paid well in 
advance or at the beginning of the year. 
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However, TEX?* 

lised to purchase a new assei a 

ferring to Asset A/c. 


realised and uti- 
is closed by trans- 


Advantages p un d Method are removed. 

2. is prided to the investors by assumption 

of risk. 

Disadvantages 

„ . „„ p & L a/c of depreciation together with repairs of 

, s st:r,;ufe «.« « ^ 

Scope of Application 

. ppl >- gs:£ 

nature. 

Accounting Procedure 

Accounting entries will be the same as in Depreciation Fund 
Method with the exception that — 

1 Interest is not taken into account, therefore, no entries 
are needed.* 

2. Investments must be made at the beginning of the year 
instead of at the end. 

ILLUSTRATIVE PROBLEM NO. 9 

A Company purchased a premises on five years’ lease for 
Rs 40,000 on 1st January, 1967 and decided to make provision for 
its replacement by means of an Insurance Policy to be taken against 
an annual premium of Rs. 7,500. Show ledger accounts for all the 

five years assuming that the amount is realised from the Insurance 

Company. 


Solution and Notes : 

1 Policy is to be purchased on 1st January of every year but 
Depreciation Fund is to be created only at the end of the year. 

2 Balance (profit) on Insurance Policy Accounts is to be 
transferred to Depreciation Fund Account at the end of the period. 


•Some accountants prefer to account for the interest. In such 
a case there shall be no profit on the Policy a/c as interest would 
be debited to Policy a/c and credited to Depreciation Fund a/c. 
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Insurance Policy Account 


Cr. 


1-1-67 To Bank 


1 - 1-68 

•» 


1-1-69 

»» 


1-1-70 

*» 


1-1-71 


To Balance b/d 
To Bank 


To Bank 


To Bank 


- ^ —• —V/ V* 

To Bank 
To Depreciation 
Fund (Profit on 
realisation) 


Ks. 

7.500 

31-12-67 

7,500 


"”500 

7,500 

31-12-68 

15,000 

15.000 

7,500 

31-12-69 

22,500 


22,500 

7.500 

31-12-70 

30,000 

30,000 
7.500 
. 2,500 

31-12-71 

40,000 



(Policy matured) 


Rs. 

7.500 

7,500* 

*15.000 

J 5,000 

22.500 

22.500 
30,000 

30,000 

“ 40,000 


40,000 


Depreciation Fund Account 

l^s 

31-12-67 To Balance c/d 7,500 31-12-67 

7,500 

31-12-68 To Balance c/d 15,000 1-1-68 

31-12-68 

15,000 

31-12-69 To Balance c/d 22,5cO 1-1-69 

31-12-69 

22,500 

31-12-70 I To Balance c/d | 30,000 1-1-70 


31-12-71 To Lease a/c 
(Transfer) 


Ks. 

7,500 

31-12-67 

By Depreciation 

Ks. 

7,500 

7.500 



7,500* 

15,000 

1-1-68 

31-12-68 

By Balance b/d 

By Depreciation 

7,5oiT 

7,500 

15,000 

22,5cO 

1-1-69 

31-12-69 

By Balance b/d 

By Depreciation 

15.000" 

15,000* 

7,500 

22,500 



22,500* 

30,000 

1-1-70 

31-12-70 

By Balance b/d 

By Depreciation 

*22,500 

7,500 

30,000 



30,000* 

40,000 

1-1-71 

31-12-71 

»» 

By Balance b/d 

By Depreciation 

By Insur. Policy 
(Profit on realis¬ 
ation) 

30,000 

7.500 

2.500 

40,000 



40,000 
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Lease Acc 

Ks. 

40,000 

ount 

31-12-71 

By Dep. Fund a/c 

(Transfer) 

KS. 

40,000 




40,000 

40,000 
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1-1-1971 I To Balance b.'d 


Among the depreciation methods equalise the 

Balance Method is the only’ meiihi pairs " on Profit and Loss 

burden of “Depreciation together with K P because it does 

Account. But even thisi me hod i $ he asset. 

not make the prov.s.on for the replacement ^ deprec( 

The best method to equalise the co *> d a|so ^ crea(e a fund 

ation, repairs, renewals on P * a Rene wals Provision or 

FuVd eP Me?hod^ 

burde°n on d p C & L. a/c°is equalised al*o J pr°-vision for 

S^»Sn«i atd S °rTnew *1 s^iV an? and takes us one 
S,CP “under this method, the cost of repairs and 

be required throughout the lifetime of an asset are est^ d^ ^ 

-as such asset is bought and installed. The c . h amount 

estimated cost of repairs le s any IL Thus 

that needs to be provided during the lifetime of amount of 

when this amount is divided by the life of th %^ C ena s) Ts as^ 
annual provision (viz., depreciation together with repairs) is ascer 

tained. This amount is charged to the P. & */« every year 

irrespective of the fact whether actual repairs are more ©r less Thus 
the burden on P. & L a/c is equaled. Depreciation and Rep a, rs 

Fund A/c is credited every year with the fixed instalme 

provision, depreciation and repairs etc. Wh h en€V ^ b ^ t n Z t^uch 
and renewals are effected, such amount is then debited to such 
“Depreciation and Repairs Fund A/c" and is reduced. The balance 
of “Fund” account is ultimately closed by transferring to the Asset 
a/c. Any balance on the asset a/c is transferred to P & L. a/c at 
the end of the working life of the asset. 

Advantages:!. This is the only method which exactly 
equalises the burden on P. & L. a/c. 2. It also provides the fund 
both for replacement and repairs. 

Disadvantages : But it has a serious drawback and that is it 
*does not set aside aDy amount in outside securities and thereby 


28 


DEPRECIATION AND RESBRVB& 


ultimately disturbs the working capital of the business for buying a* 
new asset. wj 


Scope of Application 




This method can be applied in all those cases where the 
expenditure on repairs and renewals is quite frequent and heavy and 
also in ascending order. 


Accounting Procedure 

Accounting entries under this method are almost similar to 
those of Depreciation Fund Method. The only point of difference 
is that the “Actual Expenditure on Repairs” is transferred to 
Depreciation and Repairs Fund Account instead of P. & L. a/c. 

[See Illustrative Problem No. 19] 

7. REVALUATION (INVENTORY) METHOD ^ 

This method is supposed to be the simplest one in so far as 
calculation of depreciation is concerned. Independent valuation of 
the asset is made at the end of every year with the help of experts 
and the difference between its value at the beginning and at the end 
is depreciation (or appreciation sometimes). In treatment, this 
method is just like Equal Instalment or Diminishing Balance 
Method, i.e. % “Depreciation” A/c is to be debited and “Asset” A/c 
is to be credited with the amount of depreciation. If there is rise in 
the value at the end, it is appreciation. 

Advantages 

1. Most suitable for certain special types of assets like loose 
tools, livestock, etc. which cannot be depreciated under any other 
method because of some peculiarities of these assets. It is very 
difficult to state the life of an animal. 

2. Most simple to work and understand. 

Disadvantages 

1. Revaluation is to be made by the experts, and the estimates 
of experts may go wrong, knowingly or unknowingly. 

2. Revaluation is based on market value which is against the 
basic principles of depreciation. 

3. P. & L. a/c is charged with different sums every year. 

Scope of Application 

This method is raos f appropriate in case of assets like Loose- 
Tools, Live Stock, Lorries, Patterns, Patents, Copy Rights, Sacks* 
Bottles, etc. 
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8. MACHINE HOUR RATE METHOD 

33» a 'BSS.ffii •S^STFs^ 

T t th 0 e d ’cnd P o e f C1 every period. Ultimately depreciation is charged to 
p! & L. a/c. 

Advantages fac , ori es where production is based 

1 Most advantageous to factories wn 

on machines, manual labour being secondary. 

is m 0 s 2 t " DimiDiShiD8 

Balance Method. 

Disadvantages 

j Difficult to assess the life of machines quite accurately. 

2. Does not equalise the burden on P. & L. a/c of depre¬ 
ciation, repairs, renewals. 

Scope of Application 

Useful in Cotton Textiles, Jute Textiles etc. where machine is 
the importanyfactor. 

9: DEPLETION OR OUTPUT METHOD 

Thfs method is specially suited to mines, quarries, etc. from 
. . . T *!' rt “: n aU antity of output is obtained, the mine becomes 
which J* a stage of depletion. That is why this method is 

named as depletion mefhod. Under this method, the total cost of 
2?“*, ® j. divided by the estimated output to arrive at the rate of 
the mine is extracted. Depreciation for a particular period 

jKra produo. oF .uS ra., and .h, ou.pu. during .h,. poriod. 

This method can also be applied to mining machinery. Instead 
«f estimating the life of such machinery in years and hours, it can be 
2 ' d on output as the life of such machinery mostly depends upon 
minerals extracted by them. The assumption is that a machine can 
be used in a mine to extract minerals to a particular limit. As soon 
as the output is reached, the machine becomes useless. Under such 
assumption the depreciation rate can be calculated by dividing the 
value of machine (less any scrap value) by the estimated output, or 
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C-S 


D=-^—, where ‘O’ stands for estimated total output. 




Advantages and Disadvantages are similar to Machine Hour't 
Rate Method. 

Scope of Application 

This method is most suitable for mines, quarries, sandpits, and 
also for mining machinery whose life depends upon the output 
obtained with the help of such machines. 

10 MILEAGE METHOD 

Particularly in transport undertakings this method is most 
preferred. The undertakings which make use of means of conveyance 
l ° a J 3 j^ e £?. l ? nt can a,so depreciate their fleet (transport) under this 
method. This method considers the depreciation of a particular 
vehicle not on the basis of its estimated life but on the basis of the 1 
probable mileage that can be covered by such an asset, e.e., if a bus 
costing Rs. 1,00,000 can cover only 2.00,000 miles after which it is 
going to be worthless, then its depreciation is 50 paise per mile one 
an average. Therefore, the bus can be depreciated at 50 paise a 
mile. 

This method is similar to Machine Hour Rate Method or 
Depiction Method. 

Accounting Procedure under the last four methods 

Accounting entries under last four methods are the same as in 
first two methods, i.e., Fixed Instalment Method and Diminishing 
Balance Method. The only difference is about the mode of calculat¬ 
ing depreciation. 

Under Revaluation Method, the difference between the value 
of an asset at the beginning of the year and the value at present is 
the amount of depreciation. . 

Under Machine Hour Rate Method, it is based on the work¬ 
ing hours of the machine whereas under Depletion Method it is 
based on output. 

Let us know, with the help of examples, as to how the amount 
of depreciation is ascertained under these methods. 


ILLUSTRATIVE PROBLEM NO. 


( Revaluation Method) 


A firm had purchased Loose Tools costing Rs. 2,000 on 1st 
April, 1968. The Tools were independently valued at the end of 
every year and the values placed on them were as under : 


31st December, 1968 

Rs. 

1,900 

1969 

Rs. 

1,500 

.. 1970 

Rs. 

1,200 

and „ „ 1971 

Rs. 

800 


Find out the amount of depreciation. 




& 

r 


»» 




»» 
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SO,Uti ; 9 n ;; d N °t: 2 , 000 -Rs. 1.900-IU. IOO * Depreciation 

1969 R S . 1 , 900 -Rs. 1,500= Rs. 400,. 

1970 Rs. 1,500—Rs. l, 200 =Rs. 300 „ 

197 1 Rs. 1,200-Rs. 800=Rs. 400 „ 

HXUSTRATIVE PROBLEM NO. 1. (Machine Hour Rate Method) 

A machine was purchased on 1st / an -; ts 1 ^ s 8 ta nitfon COS it *is 

RS ' VdXaUtJ tftal woTingWe would be 25,000 hours and its 
S C va i rwou.d O be l R W s Or ., 00 8 0 at the end of its hfet.m. 

Calculate the amount of depreciation assuming that the 
Machine was used as under : 


During 1968 
„ 1969 

„ 1970 


»» 


1971 


1,000 

2,000 

2,200 

2,400 


Working Hours 


*» 

>> 


»» 

»* 

»» 


Solution and Notes : 

The total cost of the machine is Rs. 26,000, i.e.. Rs. 25,000+- 
, 0 (K) of which Rs. 1,000 is estimated to be realised* at 
5e encTof its lifetime. Thus the Machine will be losing its• v>g»- 
by Rs. 25,000 if it is used for 25,000 working hours, i.e., its effective, 

life. 

As such_in 25,000 hours, the depreciation would be Rs. 25,000, 
'thus giving an hourly rate of Re. 1/-. Therefore, depreciation m, 
1968 would be Rs 1,000 (i.e., 1,000 hoursx Re. If-) i, ' n it 

would be Rs. 2,000; in 1970 Rs. 2,200 and in 1971 it would be 

Rs. 2,400. 


ILLUSTRATIVE PROBLEM NO. 12 {Depletion Method) 

A mine was acquired at a cost of Rs. 12,00,000 on 1st July, 
1969. It was expected to yield 6,00,000 tonnes of minerals after- 
which it was to reach a stage of depletion. If the actual output was. 
as under, find out the amount of depreciation that is to be charged 
to P. & L. a/c every year. 

1969—40,000 tonnes ; 1970-60,000 tonnes ; and 1971 - 80,000- 
tonnes. 

It ^-Solution and Notes : 

After extracting 6,00,000 tonnes of minerals the mine wilb 
reach a stage of depletion and its value would be nil. Thus it will 
lose Rs. 12,00,000 as soon as 6,00,000 tonnes of output is reached. 
Thus, the rate of depreciation for every tonne extracted would be- 
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Rs 


. 2/- ( i.e.y 


12 , 00,000 


^ • Therefore, depreciation to be charged 

fnllnn/c • ■ 


6,00,000 

to P. & L. a/c would be as follows 

1969 -► 40,000 tonnes x Rs. 2=Rs. 80,000 

1970 -► 60,000 tonnes x Rs. 2=Rs. 1,20,000 

1971 -► 80,000 tonnes x Rs. 2=Rs. 1,60,000 


ILLUSTRATIVE PROBLEM NO. 13 (Mileage Method) 

Society of Transport, Goa, depreciates its fleet of buses on the 
basis of mileage covered by them. It purchased ten buses at the 
cost of Rs. 1,00,000 each. The mileage for each bus was estimated 
at 3,20,000 miles after which the buses were to fetch a scrap value 
Rs. 20,000 each. 

Calculate the amount of depreciation assuming that the buses 
covered the mileage as under : ^ 

In 1970, 2,00,000 miles ; and in 1971, 4,20,000 miles. 

Solution and Notes : 

(i) Cost of 10 buses @ Rs. 1,00,000 each=Rs. 10,00,000 

(//) Scrap value of 10 buses @ Rs. 20,000 = Rs. 2,00,000 

(ii7) Total amount that is going to be lost 

when expected mileage is covered =Rs. 8,00,000 

(/v) Total mileage @ 3,20,000 miles = 32,00,000 m ; les 

(v) Therefore, Depreciation per mile = 8,00,000 

= 32^00,000 
= 25 paise per mile 

(vi) Thus, depreciation in 1970 = 2,00,000 miles X 25 paise 

=Rs. 50,000 and 

in 1971 =4,20,000 xJ = Rs. 1,05,000 
(B) RESERVES, FUNDS AND PROVISIONS 
General 

Reserves and Reserve Funds mean amounts set aside out of 
profit. Every wisely and prudently managed business concern seta 
'aside some amount out of profits for meeting either an expected 
or an unexpected future liability or loss. The purpose for which 
4 he amount is so set aside may be any one of the following t 

(1) Meeting future (i anticipated or unanticipated) liabilities or 

loss, e.g. 9 Provision for Doubtful Debts, Repairs, etc. 

(2) Fulfilling some specific purpose, e.g.. Equalisation of 

dividends. 
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. characteristic of Provisions and Reserves is that 

** arsafssrM* - Lo - Account - But they - 

Sfffer in the following respect : „ . 

••Provision" is for a known liability whereas “Reserve is for 

a liability which is Dot known. . . . 

Any sun, set aside in excess of estimated Provision and which 

is not a liability is a Reserve. (See Pickles, p. 185).% 

II. Funds 

••A Fund is a sum set aside out of divisible profits and retained 
. hand for the purpose of either strengthening the financial position 
of the undertaking or for a specific pupose ."-Dicksee 

From the above definition it is clear that ; 

(/) Funds are created only out of divisible or surplus profits, 

07) The object of creating such Funds is either to strengthen 
the financial position of the business or to serve some specific 
purple or to redeem a liability. Unlike provisions, funds are for 
a known and ascertainable value of liability. 

Kinds of Fund 

(a) Reserve Fund or General Reserve is one which is created 

to strengthen the financial position of the £ 

free for the distribution to owners in case of need. Since ‘ ar « 

not held for any specific purpose such as equalisation of dividenefc 
etc. they are also known as “ Free Reserves' . 

(b) Specific Funds. These are created to serve some specific 
purpose such as equalisation of dividends etc. 

(c) Sinking Fund is one which is created either to redeem a 
Liability or to replace a wasting asset, e g. 9 Depreciation Fund or 
Debenture Redemption Fund , etc. 


and 


III. Secret Reserves 

Secret Reserves are those which are not disclosed in the books 
of accounts. It is a surplus which is not disclosed in the Balance 
Sheet Such reserves are usually maintained by banks, insurance 
companies, financial houses and usually created in the following, 
manner : 

(a) By Understatement of Assets 

(/) By providing excessive depreciation of assets. 

(it) By eliminating the asset altogether. 

(iti) By undervaluing the asset. 

(fv) By charging capital expenditure to revenue account . 
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<6) Overstatement af Liabilities 

(i) By overvaluing liabilities. 

(H) B y showing a contingent liability as an actual liability, 

(1/7) Bo making excessive provisions for losses. 

(iv) By indicating a liability through incorrect groupiug such 
as genera] reserves being merged with actual liability. 

■Advantages of Secret Reserves * 

(}} B JP a * c * n l position of a business can be strengthened. 

00 Working capital is provided. 

(Hi) Dividends can be equalised. 

(iv) Competition can be curtailed. 

Disadvantages of Secret Reserves 

MX p l r , in M p ! e ' **J S to create such reserves. 

(u) Published accounts cannot be correct. 

(HO Scope for fraud and mismanagement. 

TV. Other Terms 


Re « rres ‘hose which have been created by 
Aof, ?J«. '««■ Banking Comp.ni. 

(b) Capital Reserves arc the reserves created out of capital 

•> S i a S d , whlc ^ not frcc for distribution as dividends etc. 

Capital Redemption Reserve, Share Premium Account, Develop- 
ment Rebate Reserve, Fixed Asset Replacement/Revaluation 
-Reserve, eic., are the examples of Capital Reserves. 

(c) Revenae Reserves mean any reserves other than the capital 
.reserves and created out of revenue surplus only and* are free fop 
distribution. (For examples, see Specific Reserves). 

Distinction between Reserve and Reserve Fund 


(1) Reserve is a Provision for an anticipated or contingent liability 
or loss whereas Reserve Fund is setting aside of divisible profit* 
for strengthening the financial position of the business. 

(2) Reserve is treated as an expenditure or loss and, therefore 
charged against Profit and Loss Account. But Reserve Fund ia 
merely keeping aside of divisible profits and hence a charm§ 
against Profit and Loss Appropriation Account. 

(3) Reserves need not be invested in outside securities but 
Reserve Fund may be invested in outside securities. However, 
the point of similarity between the two is that both may be 
disclosed or undisclosed. 


Investment of Funds 

A Reserve Fund and Specific Fund may or may riot be invested 
•in outside securities. There are two opinions on this oint. Soma 
■accountants hold that investment of such funds in outside securities 
is not absolutely and unavoidably essential. However, the popular 
opinion is that the Reserve or Specific Fund is real only iff it hi 
represented by the investments in outside securities. 
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But Sinking Fund must be invested in outside securities. 

„ Tbe require-ntunder Janies Act The 

Zh ere su“ch reserve is specifically represented by ear marked mvest- 


ments. 


The following chart presents the comparative picture of 
Reserves, Reserve Fund, Specific Fund and Sinking Fund . 


Types of Reserve 

Created by 
Debiting to 

Purpose 

Nature 

Investment 
in outside 
• securities 

1. Reserve 

P. A L. A/c 

Provision for 
anticipated or 
contingent loss 
or liability. 

Specific or £ 
general 

Not to be 
invested 

2, Reserve Fund 

P. ft L. 
Appropriation 
A/c 

Strengthening 
tho financial 
position 

General 

Optional 

3. Specific Fund 

P. & L. 
Appropriation 
A/c 

For a specific 
Purpose 

Specific 

Optional 

4. (a) Sinking 
Fund 

P. A L. 
Appropriation 
A/c 

Redemption of 
a liability 

Specific 

Compulsory 

(b) Sinking 
Fund 

P. & L. A/c 

Replacement of 
a wasting Asset 

Specific 

Compulsory 


Accounting Procedure 

Accounting Procedure in respect of some of the most common 
ather important Reserves and Funds is discussed in the forego- 


and rather important 
ing pages 


I. Provision* for anticipated liabilities 

(a) Provision (or Reserve ) for Doubtful Debts 
This provision is created with the intention of making a provi¬ 
sion for the debts which are bound to be bad in future and showing 
the debtors in the Balance Sheet at their true value. The following 
entries are usually passed : 

•Though the term‘Reserve’ is alternatively used here, proper term ia 
'Provision* because it is for a known liability. 
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Year 

Adjustment to be made 

Journal Entry 

First year 

When Provision for Doubtful Debts 
(P.D.D.) is made 

P. Sc L. A/c Dr. 

To P.D.D. A/c 

Subsequent 

years 

(<j) When there are actual Bad Debts at 
different times during the year. 

Bad Debts A/c Dr. 
To Debtors A/c 


(6) When these Bad Debts are transferred to 
Provision for Doubtful Debts A fc (that 
has been created for the purpose), at 
the end of the year. 

P.D.D. A/c Dr. 

To Bad Debts A/c 


(c) When fresh provision is made to raise 
the Doubtful Debts (only to the extent 
of additional amount required) 

P. Sc L. A/c Dr. 

To P.D.D. A/c 


(</) When there is an excess balance than 
required in Provision A/c 

P.D.D. A/c Dr. 

To P. Sc L. A/c 


ILLUSTRATIVE PROBLEM NO. 14 

On 31st December, 1971, a firm created a provision of 5% oa 
Sundry Debtors amounting to Rs.. 80,000. During the subsequent 
year the bad debts amounted to Rs. 3,750 and Sundry Debtors as 
on 31-12-72 were Rs. 76,000. A new provision of 5% was required. 

Make the necessary journal entries, give ledger accounts and 
show how these transactions will appear in the Balance Sheets of 
1971 and 1972. 


S0,U,i0 “ 1 Jou.n.. Entries 


31-12-71 

Profit and Loss Account Dr. 

To Provision for Doubtful Debts 
(A provision for doubtful debts is 
made on Sundry Debtors of Rs. 80,000) 


Rs. 

4,000 

Rs. 

4.000 

31-12-72 

Bad Debts Account Dr. 

To Debtors Account 
(Actual Bad Debts being recorded) 


3,750 

3,750 

*» 

Provision for Doubtful Debts A/c Dr. 

To Bad Debts Account 
(Actual Bad Debts transferred) 


3,750 

3,750 

H 

Profit and Loss Account Dr. 

To Provision for Doubtful Debts 
[Additional amount required to make 
a new bad debts provision equal 
to 5% of 76,000 (il.e ., 3,800-250)]* 

• 

3,550 

3,550 


% 


depreciation and reserves 
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Dr. 

Provision for Doobtfnl Debts Account 

Cr. 

31-12-71 

31-12-72 

To Balance c/d 

4,000 

31-12-71 

By P. & L. A/c 

4,000 

To Bad Debts 

To Balance c/d 
(New Provision) 

4.000 

“7.750 

3,800 

1-1-72 

31-12-72 

By Balance b/d 

By P. & L. A/c 
(3,800 — 250)* 
or balancing figure 

— 7,000 

4,000 

3.550 

7.550 

“7,800 . 



7,550 

1-1-73 

By Balance b/d 

-- 


2. Bad Debts Accoont 


31-12-72 

To Debtors 
( Actual B. Debts ) 

3.750 

3.750 

31-12-72 

By Provision for 
Doubtful Debts 
(Transferred) 

3,750 

3,750 


The Provision for Doubtful Debts will appear in the Balance 


Sheet as under : 


I. Balance Sheet as on 31-12-1971 


Sundry Debtors 
Less P.D.D. 


II. Balance Sheet as on 31-12-1972 


Sundry Debtors 
Less P.D.D. 
(New) 


80.0T0 

4.000 


76.000 

3.800 


76.000 


72,200 


The Bad Debts and Provision for Doubtful Debts will appear 
in the Profit and Loss Account as under : 

Profit and Loss Account 


Dr. For the year ending 3ist December 1971 


To Provision for Doubtful Debts a/c 


| . 

(P.D D.) 



Provision created @ 5% on S. Drs. of 



Rs. 80,000 

4,000 



•The new provision for bad debts is required to be made at 5% on 
Rs. 76,000, i e .. Rs. 3,800. But as there still exists a balance of Rs. 250 (l.e., 
4;000-3,750), from old provision, the amount charged to P. & L. Account is 
only Rs. 3,520 {i.e., 3,800-250). 
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For the year ending 31st December , 1972 


To Provision for Doubtful Debts (P.D.D.) 
New Provision @ 5% on Rs. 76,000^ Rs^ 

Add Bad Debts for the year 3,750 


Less Old Provision 


7,550 

4,000 



ILLUSTRATIVE PROBLEM NO. 15 

In the year 1972, the books of a businessman showed the bad 
debts of Rs. 8,000. The Provision for Doubtful Debts at the begin¬ 
ning of the year stood at Rs. 9,500 and the Debtors at 31st December, 
(1972 stood at Rs. 2,00,000. The concern maintains Provision for 
Doubtful Debts at 5%. 

During the year 1973, bad debts amounted to Rs. 10,000 and 
on 31st December, 1973, the Debtors amounted to Rs. 2,40,000. 

During the year 1974, the bad debts were Rs. 4,000 and the 
Debtors at the close of the year were only Rs. 1,40,000. 

Show Provision for Doubtful Debts Account and Profit and 
Loss Account for all the years. 


Solution and Notes : 

The two accounts will appear as under : 

1 . Provision for Donbtfol Debts Account 


Dr, 


Civ 


31-12-72 

To Bad Debts 

To Balance c/d 

(5% of 2.00,000) 

8,000 

10.CCO 

1-1-72 

31-12-72 

By Balance b/d 

By P. & L. A/c 
(Balancing figure ) 

9,500 

8.50Q 



18.000 



18,000 

31-12-73 

»» 

To Bad Debts 

To Balance c/d 
(5% of 2,40,000) 

10,000 

12,000 

1-1-73 

31-12-73 

By Balance b/d 

By P. & L. A/c 
(Balancing figure) 

10,000 

12,000 



22.0C0 



22,000 

31-12-74 

•» 

»» 

To Bad Debts 

To P. & L. A/c* 

To Balance c/d 

(5% of 1.40.0C0) 

4.000 

1.000 

7,000 

1-1-74 

By Balance b/d 

12,000 



12.000 



12,C00 



i 

1-1-75 

By Balance b/d 

7,000 


•The opening Balance of Provision for Doubtful Debts at the bes>Qnin^ 
of 1974 is Rs. 12,000 whereas the bad debts during the year are only Rs. 4,000. 
After adjustment of these bad debts of Rs. 4,000. there still remains a balance 
of Rs. 8.000 in the Provision account wnich is in excess by Rs. 1,000 over tn© 
Provision to be maintained at 5% on Rs. 1,40,000. Hence transferred to Profit A 
Loss Account as Profit. 
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Profit and Loss Account 


for the year ending 31st December . 1972 


Dr- • -- 

To Provision for Doubtful Debts : 

New Pro\ision @ 5% on Dra. Rs. 

Rs. 2.00.000 10,000 

Add Bad Debts in 1972 

Rs. 


Rs. 

18,000 

Less Old Provision 9,500 

8,500 



for the year ending 31st December , 1973 

To Provision for Doubtful Debts : 

New Provision @ 5% on Drs. Rs. 

Rs. 2.40.000 12.000 

Add Bad Debts in 1973 10.000 

Rs. 


Rs. 

22.000 

Less Old Provision 10,100 

10.0C0 




for the year ending 31st December , 1974 


Rs. 

By Provision for Doubtful Debts : Rs. 
Old Provision 12,000 

Less New Provision @ 5%on 

Drs. Rs. 1,40.000 7,000 

Rs. 


„ Bad Debts in 1974 4,000 11,000 

1,000 


(b) Provision for Discount on Debtors 

At the time of settlement of their accounts, the debtors claim 
the discounts and the businessman has to allow such discount to 
keep the customer contended. So, the businessman is quite aware of 
the fact that he has to allow discount in future. But as he does not 
know its extent, he makes a provision for such discounts that are to 
be allowed. The Provision for Discount is made in the same manner 
as Provision for Doubtful Debts is made with only one difference 
and that is P.D.D. is created on all the debtors remaining after 
deductions of actual bad debts whereas Provision for Discount on 
Debtors is created only on those good and realisable debtors which 
are remaining after providing for Doubtful Debts. 

The accounting procedure in this respect is quite similar to 
that of Provision for Doubtful Debts. 

ILLUSTRATIVE PROBLEM NO. 16 

The Provision for Discount on Debtors Account showed a 
credit balance of Rs. 1,000 on 1st January 1973. During 1973> 
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discount allowed to debtors was Rs. 850. On 31st Dec., 

Sundry Debtors totalled Rs. 24,000 on which a Provision of 
Doubiful debts and 2J% for Discount was considered 

During 1974 the "discounts allowed were Rs. 400 and the 
Sundry Debtors were Rs. 30,000 on 31st December, 1974. The 
same percentage of Provision for Doubtful Debts and Discount was 
maintained. 

Show the Provision for Discount Account for the two years. 
Solution and Notes : 



Dr. Provision for Discount Account Gr. 


31-12-73 

99 

To Discount 
Allowed 

To Balance c/d 
(2*% on 22 , 800 )*» 

850 

570 

1-1-73 

31-12-73 

By Balance b/d 

By P. & L. A/c 
(Balancing figure) 

1,000 

420 

31-12-74 

»» 

To Discount 
Allowed 

To Balance c/d 
(2*% on 28,500)** 

1 

1-1-74 

30-12-74 

By Balance b/d 

By P. & L. A/c 
(Balancing figure) 

1,420 

~570 

54250 



|wtte 

w 0 i \ 

1-1-75 

By Balance c/d 



ILLUSTRATIVE PROBLEM NO. 17 


The following figures appear in the books of Ramdas Kamath 


in 1976 : 

Rs. 

Jan. 1 Bad and Doubtful Debts Provision 8,000 

Discount Allowed Provision 3,800 

Dec. 31 Discount allowed during the year 6,200 

Bad debts written off during the year 3,100 

Bad debts recovered 400 

Sundry Debtors per ledger 68,000 


Rs. 

•I. Sundry Debtors on 31-12-1973 24,000 

Less Provision for Doubtful Debts @5% 1,200 

Balance of Good Debtors 22,800 

/. 2$% Provision for Discount on 22,800 570 

*2. Sundry Debtors on 31-12-1974 30,000 

Less Provision for Doubtful Debts @5% 1,500 


Balance of Good Debtors 28,500 

Hence 2J% Provision for Discount on 28,500 712.50 










43 


*““™ d.b,, R. 800 Provide for Discount 
Write off further tadI debts R*. 800. F tfae two Provision 

^Shcct. 


Solution and Notes : 


protlslon for Doubtful Debt* A/c Cr. 

BaUn*. 6.720 

Rs. 67,200) 

1-1-1976 o R»- 

By Balance 8,000 

31-12-1976 
tl Bad Debts 

Recovered 440 

„ P. & L. a/c 2.220 

(Balancing 

figure) _ 

, "” 10 , 620 ” 

10.620 

♦ 

By Balance 6,720 

Discount Allowed Protlslon A/c 

31-12-1976 R*. 

To Discount 6,200 
Allowed 
„ Balance* 

(3% on 1.814 

Ka. 60.480) 

1-1-1976 , R>- 

By Balance 3,800 

31-12-1976 

By P. & L. a/c 4,214 
(Balancing 
figure) 

8,014 

8,014 


| By Balance 1,814 


Balance Sheet 

as on 31st December. 1976 


Rs. 


Rs. 


Sundry Dri. : 
Balance 68,000 
Less Fur¬ 
ther Bad 
Debts 800^ 

67.200 
Less P.D D. 

@ 10% 6,720 

Good Drs. 60,480 
Less Disc. 
Provision 1,814 

@ 3% 


58.666 


Notes U) Baa aeois uaiwicuw 
Bad debts already written off plus Rs. 800 further Bad debts. 


(2) The new provision for doubtful debts must be calculated 
on the Debtors as per ledger Less further bad debts, // any 
(Rs. 68,000 - Rs. 800, in this case). 

(3) Discount allowed Provision is always on Good Debtors , i.e* 
Debtors as per ledger less further bad debts less P DD. (Rs. 68,000 
—Rs. 800—Rs. 6,720=Rs. 60,480, in this case, and 3% thereon.) 


Provision for Discount on Creditors 

This reserve is created with the object of taking into account 
the discount that will be received from the creditors while settling 
their accounts in future. This is treated as revenue income and 
credited to Profit and Loss Account. 


DEPRECIATION AND RESERVES 
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ILLUSTRATIVE PROBLEM NO. 18 

Provision for Discount on Creditors showed a debit balance of 
Rs. 500 on 1st Jan., 1972. During 1973, discount received from* 
Creditors amounted to Rs. 450. On 31st Dec., 1973, the total*, 
amount due to Sundry Creditors was Rs. 25,000 on which a Provision ) t 
for discount at 2J% per cent is required to be created. 

During 1974, the discount received from the creditors was- 
Rs. 600. The Sundry Creditors on 31-12-1974 amounted to 
Rs. 32,000 on which 2|% Provision for discount is to be- 
maintained. 


Show Provision 
two years. 


for Discount on Creditors Account for the 


Solution and Notes : 

1. Provision for Discount on Creditors Account 


1-1-73 

31-12-73 

To Balance b/d 

To P. & L. A/c 
(Balancing Figure) 

500 

575 

31-12-73 

•• 

By Discount+Recd. 
By Balance c/d 
<2*% on 23.000) 

450 

625 

1-1-74 

31-12-74 

To Balance b/d 

To P. A L. A/c 
(Balancing Figure) 

1,075 

*62™ 

’ 775 

31-12-74 

•» 

By Discount Reed. 
By Balance c/d 
(2 on 32.000) 

1,075" 

600 

800 



■gl 



1,400 


Notes 1. Provision for Discount on Creditors shows a debit 
balance unlike Provision for Doubtful Debts and Provision for 
Discount of Debtors. 


2. AH these above Provisions are discussed at length in the I, 
Chapter on Final Accounts (Adjustments) in Principles and Practice 
of Book-Keeping by the same authors. 


(d) Reserves for Repairs and Renewals 

The Reserve for Repairs and Renewals, also known as Repairs 
Equalisation Reserve or Maintenance Reserve, is areated with the 
objects of making the provision for the maintenance and repairs of 
assets such as machines and to equalise the charge on Profit and 
Loss Account in respect of such repairs and renewals. As the 
machine grows older, its repairs cost increases. If such increasing 
cost of repairs and renewals is charged to Profit and Loss Account 
it will be affected disproportionately. In order to avoid such dis¬ 
proportionate effect on Profit and Loss Account, a provision is made 
at uniform rate every year for the repairs and renewals and the- 
actual expenditure incurred on the repairs is charged to such reserve- 
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ILpbfciation and reserves 


When .he reserves are crea.ed/provided a. 
the end of each year 

p. & L. Account 

To Reserves for Repairs 
and Renewals Account 

Dr. 

'^"Repairs and Renewal Exps. are 
paid 

Repairs A/c 

To Cash/Bank 

Dr. 

When^actual repairs expenditure is trans- 
‘ ferred to reserve account 

Reserve for Repairs A/c 

To Repairs Account 

Dr. 


UTRATIVE PROBLEM NO. 19 , 

— Sbri Gupla provided Rs. 10ffl> ■ 

J3T2^rfw H R.”t3oO, in 1*7 R.. «,000 •«“ >« 1968 

Llkr;^ 


Solution and Notes : 

Reserve for Repairs and Rentals Account 


Dr. 

81-12-66 

Keser»c iui — 

To Repairs A/c 

V K--- 

5.000 

5,000 

31-12-66 

By P. & L. A/c 

10,000 

»» 

To Balance c/u 




10,000 

~ 7,000" 
10,000 

31-12-67 

To Repairs 

To Balance c/d 

"ioiooo 

“7,000 

7,000 

1-1-67 

31-12-67 

By Balance b/d 

By P. & L. A/c 

»» 

31-12-68 

To Repairs 

To Balance c/d 

“l5.000 

*7.000’ 

5,000 

1 -1-68 

31-12-68 

By Balance b/d 

By P. & L. A/c 

15,000 

*7,000 

10 .00U 

»» 

17,000 



17,000 


• 

• 


1-1-69 

By Balance b/d 

“7,000 


II. Specific Fund : DiTidend Equalisation fund 

Declaration of certain fixed rate of dividend is a sign of 

stability and soundness. Therefore, generally companies try to 

declare the dividends, as far as possible, a certain rate ° - j 

A high rate of dividend in one year when there are huge i«rnof 

lo w rate of dividend during the period of crises is not a good sign of 
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stability. Therefore, the prudent and wise companies set aside soms 
portion of the divisible profits when the profits are high to equalise 
the dividend in future when the profits are low. Thus the rate at | 
which the dividend is declared during the period of prosperity can be 
maintained even during the period of crises and thus the financial N 
stability can be maintained. 


(0 When the Fund is created 

Profit & Loss Appropriation A/c Dr. 
To Div. Eaua. Fund A/c 

\ 

iif) When the Fund is used to equalise 
the dividends 

Div. Equa. Fund A/c 

To Dividend A/c 

Dr. 

ILLUSTRATIVE PROBLEM NO. 20 


A joint stock company made a profit of only Rs. 15,000 in the 
year 1974. Their paid up capital consisted of 30,000 equity 
shares of Rs. 10 each. They have been declaring 8 per cent divi¬ 
dend since 1960 and they resolved to maintain this rate. The 
Dividend Equalisation Fund stood at Rs. 80,000 on 31st December, 
1974. 

You are required to give journal entries to record the above 
and show the necessary accounts. 

Solution and Notes : 

The amount required to pay dividend at 8% on Rs. 3,00,000 
(/.£?., 30,000x10) is Rs. 24,000 whereas the divisible profit is only 
Rs. 15,000. Therefore, an amount of Rs. 9,000 is to be utilised out 
of dividend equalisation fund to make the amount Rs. 24,000. 


Journal Entries 


1. 

Dividend Equalisation Fund Account 

To Dividend Account 
(To sum transferred to equalise dividend) 

Dr. 

9,000 

9,000 

2. 

Dividend Account 

To Bank Account 

(Payment of Dividend at 8% on Rs. 3,00,000) 

Dr. 

■ 

B 


LEDGER 

1. Dividend Equalisation Fund Account 


31-12-1974 

To Dividend Account 

To Balance c/d 

Rs. 

9,000 

71,000 

31-12-1974 

By Balance b/d 





5 V CTM 



1-1-1975 

By Balance b/d 

1 71,000 
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►, *■ ?: - purc , has ' d r ISSS T R .” SK 

' \ ” ” sold on 30-9-1974 for Rs. 35,000 

4. *‘£” .” purposed on 30-9-1075 for Rs. 40,000 

A ‘M h th M d aChineS arC l ° bC AtVlt {KarLfkaT/pu n A^ii%m 

Balance Method. L 

[Ans : Depreciation in 1973 , 3,000j S 3^12-75, 

in 1915 Rs. 3,850 ; Profit on Sale, Rs. 775 , tsatance 

Rs. 64,650] 

x Ltd provides depreciation on its machinery at 10% on 

Hof the company. [Karnatak Umverstty, March 1975} 

[Ads. Loss on sale, Rs. 2,495 ; Bal. Rs. 29,52 5] 

17. (a) A Joint Stock Company bought a second hand 

machinery on 1st January, 1969 for Rs. 33,000 and spent immedia¬ 
tely for its overhaul Rs. 5,000 and for installation R , s - 
1st Oct., 1969 it bought another machinery tor Rs l0,000 andon 
1st April, 1970 auctioned the first machine tor Rs. 30,000. on tne 
same date, it acquired a new machine for Rs. 40,000. On 1st July 
1971 it purchased a second hand machine for Rs. 20,000 and spent 
for its repdrs and erection Rs. 5,000 immediately On the* a me 
•date it disposed off the second machine (bought in 1969) lor 

its. 12 , 000 . 

Depreciation was charged at 10% on Original Cost Method 
I -^nd accounts were closed on 31st December every year. 

Prepare Machinery Account from 1969 to 1971. 

I • (b) Prepare Machinery A/c and Depreciation Provision A/c 

for the above question. 


[Ans. (a) Balance Rs. 56,750 : Loss on sale of 1st Machine 
Jls. 5,000 and on 2nd Machine Rs. 3,150 Profit 18. 

(< b) Bal. Mach, a/c Rs. 55,000 Provision a/c Rs. 8,250], 

I 18. A Joint Stock Co. depreciates its plants @ 10% on WDV 
auethod. On 1-1-1976 the Plant & Machinery A/c stood at 
j 'its. 4,86,000. On 30-6-1976 one machinery costing Rs. 40,000 on 
l 1-1-1974 (including Rs. 800 as installation charges) was sold for 
-Rs. 22, 500, and on 1-7-1976 a new machinery was bought for 
a Rs. 75,000 and was installed at a cost of Rs. 4,000. While charging 
„ depreciation on 31-12-1976, the Co. decided to change the method 
of depreciation from WDV to Straight Line @ 10% only and to 
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. 




effect the changc from the^ ^ r Rs ' 97 3 %o° on'974 became 

obsoWe'Ld was scrapped without realising anything. Show the 
Machinery A/c for 1976 and 1977. 

r Anc nn 31-12-1976> Rs. 4,67.050 ; Loss on Sale Rs. 8,280 
B*cJ%ep^sw“Zl°" 3l’-ll-1917, As. 4,01,163 : Oh.cte- 
see nee loss Rs. 2,132]. 


ruints • Find out the original cost of Rs 4,86,000 by adding 
Jth if the opening balance to the same for two^ years[. Thu 

ta£« Wd«. in >bn method should be cooside 

red only for unsold machinery. Depreciation should be charged 
up to the date of sale or obsolescence.] 


OfH 


Problems oo Annuity Method 

19. A lease of larid was acquired on 1st Jan., 1960 a 
Rs 30 000 It was decided to depreciate it under Annuity Method 
using 5%' interest. Annuity Tables show that @ 5%. rupee one 
over five years is equivalent to Rs. 0 230975 annually. Write up 
Lease Account for five years. 

[Ans. Adapted : Karnatak II PU. 1973]. 

&» & a2ESw xSta ■hh.'taS. S'S'JZ WL l :Z 

Annuity Method at 5% interest, the amount to be written off annu¬ 
ally as depreciation amounts to Rs. zo,^ui. 

Write up Lease Account for four years, 
oi Tvnti Coileee Beleaum has acquired land on a lease of 30 

Rs. m 2o!5o,oJo ?n30yeafslby way of Annuity at 6% per annum is 
Rs 1.45,298 per year. . 

Make up the Leasehold Property Account for the three years. 

Problems on Depreciation Fond Method 

22. (A) Connect each item of ‘A' with an item of B to make 

the correct statement : 

€ JJ' 

(i) Reserve Fund cannot exist with (1) Revenue Account 
Hi) DividendEquatisation Fund is (2) Liquid Assets 
(iff) Reserve Account is "created out (3) Divieibie PrcSt. 
Reserve Fund is invested in. (4) E.r-tn.rked 


M Sinking Fund is invested in. (5) P- * I~ Account 
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,jer*BCiATiON AND WB««vBS ^ Qn 1-10-1972 for 

(B) Kumar (P) Ltd. to pro vidc depreciation on 

zJ&B 5S■ Sgr-FsASKS 

li§iS^^^SSSI 

30th September, each ye . fof Rs 2 ,000 on 

„J5? £ < 3WS?Twastv^teS 0 ^W% 

•sstsr- «.£ffi^^ , sSSS£>»* 
£»**£. sag&> o-. '»«> 

menta/cand (c) Lease a/ • (B) Profit on 

[Am. (A) i—5 ; ff-J on sale of Truck Rs. 4.445 

sale of Investments Rs*4.200 ». Ne^ P Ne , pro fit on replacement of 
(C) Profit on sale of Bonds ks. . 

Lease, Rs. 826] mr.nn Their 

23. The mains of a water w ® r £* h C ° t J ey R, must be replaced. 

estimated life is five y**” f Rs iq 000 A replacement provision 
The scrap is expected to be of Rs. KLjXK). A nvestmenls would 

is to be made. Assuming ^ instalment to be provided 

Ac' ' h unt an a n nd' Sinking Fund Investment 

Account for all the five years. 

rHi»* • Reference to Sinking Fund Tables shows that Re 
0 1 80975*1 nves ted imDually will fetch Re. 1 after five years at 5/. 

mtere ] provides depreciation on Plant and Machinery 

ciation^und1nv«tment Account at Rs. 15.600. The Investments 
wererealised at Rs. 15,000 on 3Jst December. 1971. Assuming that 
The ra*e of interest being 5*/. and ^ntial deprec.a ion being 
Rs 3 620, prepare necessary accounts on 31st December, 1971. 

’[Am Loss on sale of Investments Rs. 600 ; Net Profit on 
Sale of Mach. Rs. 1>400.] 


’roblcaa va a—-« — -« 

25 A Co. purchased a lease for 3 years for Rs 30,000 on 
1-1971 and decided to provide for its replacement by means of an 


is om Insurance Policy Mc(M 


»A 11/12 



52 


DBPMCIaTION AND BESERVBI 1 

insurance policy for Rs. 30,000. The annual premium was Rs. 9,500. J 
The policy was matured on 31-12-1973 and the amount was received < 
by the Co. on the same day. Pass the journal entries in the books 
of the Co. during the period of 3 years ending 31-12-1973 or pre¬ 
pare necessary ledger accounts. The lease was renewed on 1-1-1974 
for a further period of 3 years at Rs. 35,000. 

[Karnatak University, March, 1974, Modified] 

[Aas. Profit on maturity of policy, Rs. 1,500} 

26. Messrs Ram Gulam purchased a machine for Rs. 10,000 
which is expected to last for four years. They are informed that 
scrap will realise Rs. 1,250. They decide to purchase an Endow¬ 
ment Policy for three years for Rs. 8,750. The annual premium 
is Rs. 1,750. 

Show Depreciation Fund Account, Insurance Policy Account 
and Machine Account for all the three years. 

[Aas. Profit on Ins. Policy Rs. 1,750 ] 


Problems on Other Methods 

27. (A) On 1-1-1972 a work-shop was opened with tools of 

Rs. 12,000. In the year 19/2 tools worth Rs. 4,000 were purchased. 
On 31-12-1972 the tools were valued at Rs. 13,000. In the year 
1973 the tools of the value of Rs. 2,000 were stolen by the workers 
and the tools worth Rs. 9,000 were manufactured by workshop. On 
31-12-1973 the tools were valued at Rs. 20,000. In the year 1974 
tools of Rs. 500 were broken and sold as scrap for Rs. 50. On 
31-12-1974 the tools were valued at Rs. 19,500. Prepare ledger 
a/cs. of Tools and Depreciation for 3 yearsending 31-12-1974. 

[Karnatak PU II year , Oct., 1915] 

(B) Explain how would you deal with appreciation in the value 
of Loose Tools at the end of any year. 

[Ans. (A) Depreciation, 1972 Rs. 3,000 ; 1973 Ri. Nil Sc 1974 
Rs. 450 (in place of loss on sale) ; Loss by theft Rs. 2,000 in 1973.] 

28. M/s. XYZ & Co. take a mine for Rs. 9,00,000 and the 
estimated quantity of payable ore is 6,00,000 tonnes. The output 
of the first three yeais was 1,500, 4,000 and 6,000 tonnes. 

You are required to open Mine Account for the the first three 
years under depletion system. 

[Aos. Depreciation 1st year Rs. 2,250, 2nd year Rs. 6,000 $ 
3rd year Rs. 9,000] 

29. A machine was bought in 1969 at a cost of Rs. 25,C0fi, 
the cost of installation etc. being Rs. 3,000. It is expected that its 
total working life will be 25,000 hours and its break up value 
Rs. 3,000. Write up the machinery account for 1969, 70 and n 
assuming that it worked for 2000, 3000 and 2800 hours respectively. 

[ Ans. Depr. 1st year Rs. 2,000, 2nd year Rs. 
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10 An Alluminium Company acquired ten trucks to transport 
. from its mines to the factory. The cost of each truck wai 

Rj U 60,000 and the work expected from each truck was 3,00,000 
miies in terms of mileage. 


Prmare Trucks Account for 1969, 1970 and 1971 assuming 
that themdeage of each truck (approximately) was 20,000, 30,000 
and 25,000 respectively. 

[Am. Depr. 1969, Rs. 40,000 1970, Rs. 60,000, 1971 

Rs. 50,000) 


it A mining company in Bihar acquired mining machinery in 
1070 costing Rs. 10,00,000. The life was estimated to be 9 years 
iJd the scrip value to be Rs. 1,00,000 at the end of the life-time. 


The total expected output by the machines was 9,00,000 tonnes 
after which the machines were going to be worthless. 

Show Machinery Account for 1970 and 1971 assuming that the 
output in 1970 was 50,000 tonnes and in 1971, 80,000 tonnes. 

[Am. Dep. 1970 Rs. 50,000, 1971 Rs. 80,000 ] 


(») Reserves aad F«* 

32 Define “Reserve” and “Reserve Fund” and distinguish 
between them. 

33. What arc the various objects of creating reserves and 
fpnds ? 

34. Explain the difference between ‘Provisions’ and ‘Reserves’ 
under Indian Companies Act, 1956. 

35. What is a ‘Secret Reserve’ ? What are the advantages 
und disadvantages of creating secret reserve ? How is it created ? 

36. What do you understand by ‘Sinking Funds ? Describe 
briefly the objects and modes of their creation. 

Problems on Reserves for Doubtfal Debts, Discounts, Repairs etc. 

37. The books of M/s Hubli Traders show Bad Debts of 
Rs. 2,600 in 1970 The Reserve for Doubtful Debts at the beginning 
of the year were Rs. 3,500 and Sundry Debtors at the end of 1970 
atood at Rs. 60.000 The firm maintains Reserves for Doubtful 
Debts at 5% on Sundry Debtors. 

During the year 1971, Bad Debts amounted to Rs. 3,600 while 
Debtors at the end were Rs. 65,000. 

During 1970, the Bad Debts were only Rs. S00 and Debtors 
at the end were Rs. 30,000. 
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Show the Reserve for Doubtful Debts a/c and also show bow 
this will be shown in the Balance Sheet of the respective years. 
Pass necessai v journal entries. Also show profit and loss a/c in- 
di eating the amount written 

TAns. Charge la P. & L. ale ; 1970 Rs. 2,100, 1971 Rs. 3,850 ; 
and 1972, Cr. P. & L. ale Rs. 950.] 

38. A Joint Stock Co. maintains provision for bad debts ® 
5V • provision for discount on debtors and on creditors @2 A each. 
From the following information write up the three provision accounts 
for all the three years. The opening balances of the provision a/cs 
on 1-1-1974 were : for Bad Debts Rs. 13,500, for Discount Allowed 
Rs. 12 000 and for Discount Earned Rs. 9,000. Other information 




is as 
Year 

under : 

Total 

Total 

Bad 

Discount 

Discount 

Debtors 

Creditors 

Debts 

Allowed 

Earned 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1974 

3,00,000 

3,00,000 

7,500 

9,000 

7,500 

1975 

3,00,000 

30,000 

32,000 

6,000 

3,200 

1976 

1,50,000 

2,40,000 

7,500 

2,000 

2,000 


[Ans. Transfer lo P. & L. a/c : P.D.D. :}974Rm. 9,000 (Dr.) 
1975 Rs 32,000 (Dr ), 1976 Rs. Nil; Disc. Allowed Provi. 1974 
Ri 2 700 (Dr ) : 1975 Rs. 6,000 : 1976 Rs. 950 (Cr.) ; Disc. Earn- 
ed Provi. 1-1974 Rs. 4,500 (Cr), 1975 Rs. 2,200 (Dr.). 1976 
Rs. 6,200 (Cr.)] 

39 A firm desires to debit its Profit and Loss Account with a 
uniform figure every year in respect of repairs and renewals. Con¬ 
sidering the life of the asset in question, it expects that Rs. 5,50) 
will have to be spent per year on an average. However, the actual 
cost of repairs was as under : 

First year Rs. 750 ; Second year Rs. 2,400 ; Third year 
Rs. 7,000 : and Fourth year Rs. 4,650. 

Show the Reserve for Repairs and Renewals Account. 

[Ans. Bal. 1st year Rs. 5,750 ; 2nd Rs. 9,850 3rd Rs. 9,350 and 
4th Rs. 11,200] 

40. A firm has a practice of keeping aside Rs. 5,000 evtiy 
year for charitable purposes In the first year, it pwd ^.4,TO0 
towards charities whereas in second year Rs. S,SMjm&rntlui*ya* 
only Rs 3,000. But in fourth year the amount paid was Rs. 6,000. 

Show Provision for Charity Account for four years. 

[Ans. Bal. 1st year Rs. 1,000, 2nd Rs. 500, 3rd Rs. 2,500, 
4th Rs. 1,500] 


_ i< t January, 1974, the Reserve for Discount on Credi- 

41. On WiJan >’ discounts earned during the year amounted 
tor. w*» R* ^Creditors at 31st December, 1974 were Rs. 50,000 
to J 1 ' '* reserve of 2»% is required. 

*"" “ * the Journal. Ledger, Profit and Loss Account and Bal- 
Sheet entries relating to discount. 

[*-■ O- P L a,C ** 7,090 : Bal R * ’ ,2m 

, 2 On 31st December, 1973 the item “Sundry Debtors’* 

42. V D „ .__ as follows I 


Sundry Debtors 

Less Bad Debts Reserves 

8,800 

440 


Balance 

Less Reserve for Discount 

8,360 

418 

7,942 


rtnrins the year 1974, Bad debts amounted to Rs. 960 and 
, nurnunt Allowed to Rs. 298. At the end of the j^ar, the total 
^'balances on Debtors’ accounts amounted to Rs. 9,200. 

* Rese rve of 5% for Bad and Doubtful Debts and 5% for 
Discounts was to be provided. Additional Bad debts to be written 
off was Rs. 200. 

Show the Ledger, Profit and Loss A/c and Balance Sheet 
entries for the above. 

r A n « Dr P & L ate for P.D.D. Rs. 1,180 ; for Disc. Frovi. 
to, 317 ;S. Drs. Rs 8,303] 

41 Prepare Provision for Bad Debts a/c. Profit & Loss a/c 
and Balance Sheet with Sundry Debtors item with the following 


particulars. 

Particulars ^973 

1914 

1975 

1976 

Debtors at the end of year Rs. 80,000 

60,000 

70,000 

60,000 

Bad debts written of „ 2,400 

600 

4,500 

1,000 

Bad debts recovered „ 100 

800 

— 

200 

% of Bad debts Provision required 5 

5 

4 

6 

% of Discount Provision required 3 

3 

4 

4 


The provision for bad debts on 1-1-1973 was Rs. 2,500. 


[Ans Transfer to P & L ale for Bad Debts Provision ; 1973 
Rs. 3,800 , 1974 Rs. 1.200 (CV.), 1975 Rs. 4,300 1976 Rs. 1,600 ; 
S Drs in B/S : 1973 Rs. 13,120, 1974 Rs. 55,390, 1975 Rs. 64,512, 
1 976 Rs. 54,144 ] . 


44. Sundry Debtors a/c of a firm showed a balance or 
Rs. 85,000 on 31-12-1976. The schedule of debtors included a 
partner’s a/c showing debit balance of Rs. 3,000 for amount drawn 
by him. It also included a debtor’s a/c with Rs. 6,000 after credi¬ 
ting to his account an amount of Rs. 2,000 for the recovery from 
him of a previous debt that was already written off. 

• Discount allowed during the >ear was Rs. 2,500 and Bad debts 
amounted to Rs. 8,000. 

The firm maintains bad debts provision of 10% and discount 
provision of 5%. Prepare the two provision a/cs and show S. Drs. 
a/c in the Balance Sheet as on 31-12-1976. The opening balance of 
S. Drs. a/c on 1-1-1976 was Rs. 75,000- 

[Ans Adjusted debtors' a/c Rs. 84,000 ; Charge to P & L a/c 
for Bad Debts Provi. Rs. 6,900, for Disc. Provi. Rs. 2,905 ; S. Drs. 
a/c in B/S, Rs. 71,820 ] 

(Hint. S. Drs. a/c on 1-1-76 shows Rs. 15,000 ; (a), 10 %, the 
P.D.D. opening balance rfiust be Rs. 7,500 and @ 5% the Disc. 
Allow ed Provi. Rs. 3,375]. 

45. A trader maintains Provision for Bad debts (5), 8% and for 
Disc, on Drs. and on Crs. @ 4% each. On 1-1-1976 the balance on 
Provi. for Bad debts a/c was Rs. 4,000 and the discount provisions 
on Drs. and Crs. were of equal amount. During 1976 bad debts 
amounted to Rs. 4,800, discount on Drs. Rs. 2,000 and on Crs. 
Rs. 1,600. 

On 31-12-1976 the list of debtors totalled Rs. 60,000 and that 
of creditors Rs. 40,000. On a scrutiny of these lists, it was found 
that the debtors’ list included a creditor’s a/c of Rs. 3,000 and 
creditors’ list included a debtor’s a/c of Rs. 8,000. On further 
scrutiny of the debtors’ a/cs in the ledger, it was found that two a/cs 
were showing credit balances of a total of Rs. 1,800 representing 
advance received from them against their orders. 

You are required to prepare the three provision accounts. 

[Ans. Adjusted Drs. Rs. 65,000, Crs. Rs 35,000 : Charge 
P & L a/c with Rs. 6.000 for P.D.D. & Rs. 2,552 for Disc. Allowed 
Provi., and Credit P & L a/c with Rs. 1,160 for Disc. Earned Provi.] 

[Hint.' Ascertain opening balance of Drs. on the basis of PDD 
of Rs. 4,000 being 8% of Drs. On that basis, find the Provi. for 
Disc, on Drs. The se me amt. is the Provi. fer Disc, on Crs.] 

Problems on Sinking i nnd Lease 

46. On 1st January, 1971, a trader purchased a three years. 
Lease of Premises for Rs. 30,000 and it is decided to make provision 
for replacement of lease by means of a Depreciation Fund. The 
expected rate of interest on the Investment is 5% p.a. The Sinking 
Fund Table shows that Re. 0 317208 at 5% p.a. will in 3 years, 
accumulate to Re. I. 
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47. Prabhat Trading Co's books show a D et P r ?Jj* °f 
Rs. 40.120 for the year ending 31st December. 1974. The Directors 
resolve as follows : 

(a) To pay a dividend of 5% on Preference Shares of 
Rs. 2 00 000. 

\b) To pay a dividend of 10% on Equity Shares of 
Rs. 1,60,000. 

( c ) To transfer Rs. 8,000 to Reserve Fund. 

(J) To transfer Rs. 5,000 to Dividend Equalisation Fund. 

You are required to show the Profit and Loss Appropriation 
Account for the year 1974. 

[Ans. Bal. Rs. 1,120 ] 

48. Prepare Sinking Fund and Sinking Fund Investments 
Account for the five years from the following information : 


Year 


Contributions 

Invest met 

1970 


15,000 

15,000 

1971 


15,000 

10,000 

1972 


20,000 

25,000 

1973 

V 

20,000 

20,000 

1974 

20,000 

20,000 

How will 

the 

income on investments be dealt with ? 

































ACCOUNTS OP NON-TRAOINO CONCE*) #jr 


Receipts and Payments Accoont 


This Account is a summary of Cash Book. It contains afy 
Cash Receipts (also sometimes bank transactions) and Cash Pay. 
ments irrespective of their nature, i.e. 9 whether they pertain to the ^ 
present, past or future period or irrespective of whether they are of ** 
capital nature or revenue nature. Thus, this statement deals with 
all cash transactions and starts with the opening balance of cash in 
hand and at bank. It is divided into debit and credit form, debits 
side recording the receipts and credit side the payments. Generally 
it is prepared at the end of each year from the cash book. All 
receipts and payments are b r ought under important heads and total 
yearly receipt and payment against each such head are recorded 
in the R & P A/c. For example total subscriptions under ‘Subscript- 
ions A/c* ; Donations, under ‘Donations A/c* 


etc. 


Capital Receipts and Revenue Receipts 


Receipts through sale of property and assets or receipts of 
permanent nature which are to be capitalised {i.e , which are not to 
be used to meet current expenditure) are Capital Receipts. Other 
receipts are of revenue nature. 

Capital Payments and Revenue Payments 

Any payment made to acquire permanent assets or to improve 
them with the help of which earning capacity can be increased, are 
Capital Payments. All other payments are of revenue nature except 
drawings or investments. 


Receipt and Income 


A Receipt is different from Income. A receipt means actual 
cash received irrespective of whether such receipt is for the present, 
past or future period or whether it is of capital or revenue nature. 
Cash received for any period is a receipt but income is money 
earned whether actually received or not. If it is earned in the past, 
we may call it income of the past and not of the present period 
(though actually received during the current period). 

Payment and Expenditure 

Payment means actual cash paid. It may be for the current 
year or for the future period or for the past. It also may be to 
acquire assets or to pay wages, etc. Expenditure differs from pay¬ 
ment. A payment may be an expenditure but expenditure need not 
necessarily be a payment. Expenditure includes all expenses incurred, 
whether paid or not, but payment is that expenditure which is 
actually paid. 

Capital Expenditure and Revenue Expenditure 

Capital expenditure is an expenditure incurred for acquiring, 
improving the permanent assets and intended to benefit periods 



Ktvond tbe current financial year. The capital expenditure results 
in increasing the capacity, efficiency, life or economy of operation 
of the existing fixed assets. 

Revenue expenditure on the other hand is the expenditure 
incurred to meet the current day to day expenses of the concern. 

It is the expenditure incurred in the normal course of business. 

Examples of Capital Expenditure 

(a) Cost of acquisition of permanent asset such as goodwill, 

land and buildings, machinery, patents, trade-marks, furniture, 
designs, patterns, loose tools and other equipments, sports goods, 
library books, investments, hospital equipments, research equipment 
etc., etc. 

(b) Cost of installation of fixed assets and of lights, fans etc. 

•i ( c ) Cost of additions, expansions, improvements or alterations 

of fixed assets. 

( d) Cost of development, research and experiments. 

Examples of Revenue Expenditure 

(a) Expenses on repairs, renewals, replacements for main¬ 
taining the existing fixed assets. 

(b) Purchases of goods for resale and stores for consumption 

Mich as bar materials, foods , cigars, medicines, etc. 

$ 

(c ) Salaries, Wages, Rent, Taxes, Light charges. Audit fees etc. 

( d) Depreciation of fixed assets, interest on loans, and mis¬ 
cellaneous expenses. 

Deferred Revenue Expenditure 

But it is not justifiable to write off the formidable amount of 
these items in one financial year. Therefore, though of the revenue 
nature, such expenses are charged in parts to the P. & L. Account or 
Income and Expenditure Account every year over a number of years 
in order to maintain a steady growth. The unwritten off portion 
~of such deferred revenue expenditure is shown in the Balance Sheet 
as asset. 




(A> Fr 


Rcc«p4i anR 


Receipts 


(Capital and Revenue. Past, 
Present and Future) 

To Balance b/d (opening) 
Cash in Hand 
Cash at Bank 


Capi'al Receipts (by Sale 
of Assets, etc.) 

(а) For Present Period 

(б) For Past Period 
(<•) For Future Period 

Reveeuc Receipts (Sub¬ 
scriptions, Entrance Fees 
etc ) 

(a) For Present Period 

( b) For Past Period 
(r) For Future Period 

Miscellaneous Receipts 



Payments 


(Capital and Revenue, Past, 
Present and Future) 

By capital Payments (to 
acquire assets, etc.) 

(а) For Present Period 

(б) For Past Period 

(c) For Future Period 

„ Revenue Payments (to pay 
expenses of management, 
etc.) 

(a) For Present Period 

(b) For Past Period 

(c) For Future Period 
„ Bank Overdraft (adjust¬ 
ment) 

„ Drawings 
„ Investments, etc. 

Balance c/d (closing) 

Cash in Hand 
Cash at Ba lk 


Income and Expenditure Account 

This is a Revenue Account (similar to Profit & Loss Account 
in case of Trading concerns) prepared by Non-Trading concerns to 
know the correct financial position. It covers all revenue expenses 
(paid as well as payable) and all revenue incomes (received as well 
as receivable) pertaining to a particular period. Any income or 
expenditure of previous or future period is not considered by the 
account. Capital income and expenditure arc also avoided. The 
difference between Income and Expenditure is not treated as profit 
since the organisations are mostly non-profit making concerns. It 
is called as excess of Income over Expenditure. In case of Loss, it is 
termed in the reverse order. Such excess is not transferred to Capital 
Account like in Trading Concerns but either shown separately or 
transferred to Capital Fund Account. 

Balance Sheet 

The Income and Expenditure Account is accompanied by the 
Balance Sheet. Like in Trading Concerns, a Balance Sheet is to be 
prepared even by non-trading concerns to complete the double entry. 
The Balance Sheet covers all those items such as property, assets, 
Capital Fund, etc. 

Capital Fund 

Capital Fund or Accumulated Fund or Corpus Fund is % 
General Fund which is similar to Capital Account of Trading 
Concerns. Non-Trading concerns do not have formal capital like 
that of Trading concerns. Hence excess of income over expenditure 
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Distinction Between „ 

“Receipts and Pay ments Account ■ -- 


Points of 
Distinction 


Income and Expenditure 


Nature 

2. Object 

* 

— • « 

3. Contents 

4. Form 


5. Commence- 

j meat 

6. Outstanding 

Jl items 


Receipts and Payments 


7. 


8 . 


Need of 
Balance Sheet 

Difference 
between two 
side 


P & L. a/C or R cvenuea /C of 

Non-Trading Concern 
(Nominal Accou nt) 

siTo-s the net result of who'* 
operation during a parti 
cular period 

Takes into account only 
revenue items of current 
year__ 

Expenditure on Left hand side 
(Dr.) ana Income on Right 
hand side (Cr.)_ 

No opening balance 


Takes into consideration out¬ 
standing items of the cur¬ 
rent year only (/•*•• doc * 
not take into account 
items pertaining to the 
past or the future) . 

Must be accompained by a 
Balance Sheet _ 

The difference is either excess 
of Income (Profit) or excess 
of Expenditure (Loss) 


Statement of Cash Transac¬ 
tions for a particular period 
(Real Account) 


^ — cm 1 • 

Shows only Cash operations 
of a particular period 


both 

items 


Takes into account 
revenue and capital 
of any period_ 

Receipts on Left hand side 
(Dr.) and Payments on 
Right hand side (Cr.) 


Commences with 
balance of Cash 
and in Bank 


opening 
in hand 


Does not reveal anything 
aboui outstanding income 
or expenditure but considers 
all receipts ana payments 
pertaining to any period 


It is not accompanied by 
Balance Sheet 


Difference is Cash and 
Balance or sometimes 
draft Balance 


Bank 

over- 


The Final Accounts 

Th , fina i accounts of a non-trading concern consist of (I ) 
Receijs ana Paym^A/c. (2) Income and Expenditure A/c and 

(3< B Fr a o n mth5Examination point of view, there are the following 
three F types of problems relating to the preparation ot final 

aCC ° U (T) S income and Expenditure A/c and closing Balance Sheet are 
to be prepared when the Receipts and Payments A/c and add.t.onal 
information are given ; 






6 



ACCOUNT* OV NON-TBADINO CONCB*:' 

(ii) Receipts and Paymenu A/c is to be prepared when t* 
Income and Expenditure A/c and additional information arc given 
-and 

(iii) Balance Sheet at the beginning and close of the year are 
to be prepared when Receipt* and Payments A/c and Income and 
Expenditure A/c are given. 

A detailed discussion of the above types of problems is given 
in the following pages. 

(I) la come aad Expenditure Accont A Balance Sheet 
In order to prepare an Income and Expenditure A/c, we have 

to : 


(a) Post the relevant entries from the Receipts and Payments 
A/c to the appropriate sides of the Income and Expenditure A/c)T’ 
and 

( b ) Make the necessary adjustments in the items with the help 
of additional information. 

Posting From Receipts A Payments Account 

Receipts and Payments a/c contains both Revenue and Capital 
receipts and payments. But, in preparing an I A E A/c, we have to 
post only the revenue receipts and payments. Revenue items on 
the debit side of the R. A P. a/c ( Receipts ) are posted to the credit 
side (Incomes) of the 1. A E. a/c and revenue itemes on the credit • 
side of the R. & P. a/c ( Payments ) are posted to the debit side * 
(Expenditure) of the I. A E. a/c. Two important points to be care¬ 
fully known in posting are : 

(A) Item to be posted, and 

(B) Amount to be posted. 


(A) Item to be Posted 

As already noted all items of R. A P. a/c arc not posted to 
the I. A E. a/c. Only those receipts and payments are posted to 
I. A E. a/c which are : 

(i) Recurring receipts or payments, and 

(ii) Not received for a specific purpose or not paid out of a 
specific fund. 

In respect of this, a non-trading concern has certain receipts 
peculiar to the organisation. They are as follows : 


Some of the important items peculiar to non-trading concerns are : 

1. Donations. Donations are often received by these or¬ 
ganisations. Donation is the amount received as a gift from some 
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* ^—son or firm or company. The treatment of this receipt in the 
"books of accounts depends on its nature. Donation can be fora 
y specific purpose or for a general purpose. If the amount received is 
for a specific purpose it should be capitalised (i.e. taken to liabilities 
side of balance sheet irrespective of whether the amount is small or 
Jorge). 

However, if the receipt is for a general donations , it must be 
-treated as under : 

(a) General Donation of small amount is treated as revenue 
receipt and Credited to I. A E. a/c, and 

(b) General Donation of targe amount is considered to be non¬ 
recurring and hence capitalised. 

2. Legacy. A legacy is a gift of personal property by will. 

" Generally such receipts come very rarely. Hence it is invariably 

taken as a capita! receipt and therefore not taken in the I. A E. 
A/c but to the liabilities side of balance sheet. However , some 
accountants feel that a legacy of a smaller sum may be treated as 
revenue and credited to I. A E. a/c. 

In the absence of any specific information, receipts from legacy 
must preferably be capitalised. 

3. Entrance Fees. This is the amount of fees received from 
the new members apart from the amount of normal subscriptions. 
Many feel that, since this amount is collected once for all and as it is 

„ not of the recurring nature, it should be capitalised and taken to 
the liabilities side of B/S. However, there are others who argue that 
though it is paid by each member only once, the club or institution 
receives it fairly regularly every year. As such according to them, 
it should be treated as revenue income, and credited to I. A E. a/c. 

In the absence of any specific instructions about entrance fees, 
students can adopt any one of the above two arguments, bui they 
should not forget to give the note to that effect. ( Normally , if 
entrance fees are not capitalised , they are treated as revenue income.) 

4. Sale of Sports Material. Though Sports Material is an 
asset, its sale is treated as revenue income due to the fact that it is a 
regular feature to sell only used materials such as bats, balls old 
nets, etc. It is credited to I. & E. a/c. 

5. Sale of Old Newspapers is an item of revenue income , and 
-credited to 1. A E. a/c. 

6 . Sale of Old Assets such as furniture is a capital receipt 
and as such it should not be taken to Income and Expenditure 
Account. It should be deducted from the concerned asset in the 
Balance Sheet. However, any profii or loss on sale is credited or 
debited, respectively, to the Income & Expenditure A/c. 
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7. Endowment Fund. It is “a fund arising from a bequest 
gift the income of which is devoted for a specified purpose". (Eric 
Kohler). Thus, the receipt in the form of endowment fund is ? M 
50 urce which gives a permanent income to the institution. There- ’ 
fere, it is a capital receipt and taken to the liabilities side of balance 
sheet. 

8. other Revenue Receipts, such as Subscriptions, Rents, 
Proceeds from Entertainments, Concerts, Shows, Lectures and in¬ 
terest on investments, etc. are credited to I. & E. a/c. 

9. Receipts on Consumable Items. Amount received on the 

sale of consumable articles by, generally, a recreation club and a 
hospital, is a revenue receipt . Money received on sale of bar- 
materials, foods, cigars, cards, medicines, etc., are the examples of 
the type. ^ 

10. P m chas e of Consumable Items. The cost of above men¬ 
tioned items bought is a revenue item and as such is to be taken in 
the I. & E. a/c. In fact, with the help of cost of consumable items 
bought, their sale proceeds, any amount payable to the suppliers 
and the value of stock of these items, are all adjusted and the net 
result is taken to I. & E. a/c. Also, the value of stock on hand is 
taken to the assets side of balance sheet. 

11. Revenue Expenses. A revenue expenditure is 'an expen¬ 
diture charged against operations’ and is paid for day-to-day 
performance of the activities. Salaries, Wages, Taxes, Rent, Printing 
& Stationery, Subscription to dailies and periodicals. Advertisement, 
Interest, Refreshment Expenses, etc., arc some of the examples. Also 
included in the list are expenses incurred for maintaining fixed 
assets, eg , Repairs, Depreciation, etc. All such expenses are 
debited to I. & E. a/c. 

12 Other Capital Expenditure, such as, purchase of books, 
furniture, investments, buildings, etc., are assets proper, and are 
taken to balance sheet. 


(B) Amount to be Poate* 


Calculation of the amount to be debited or credited against 
the item that is posted from R & P a/c is the next step We have 
already noted that receipts are different from incomes and pa 
m^ntsare d'ffeS, from’ expenditures. In the l * E ./c we have 
,o take the amount of income earned ° r ° cc ? , i?* n *‘ “fCj 1 "" 
incurred — during the period covered by the I & E a/c. 1 nese are 
Sl"cd th e Current Income and Current Expenditure the calculate 
^f which is explained below with the help of an example in each. 

case. 
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Calculation of Current Income le g. Subscription] 


Total Subscriptions received yfar & (as 'per 

*«' °r:^i %;£TX\T e Vo 

information or opening balance sheet ) 

A " d current"yea Cs -bsc^p.ions^e!«dJn the KW P" 
additional Information or the opening balance she ) 

Lt " JSSSS?a?«7SSSt ‘irW P~ ^onTgallon 

or dosing balance sheet ) 9 

Current Subscription 4 


Rs. 

12.000 

2.000 

14 , 000 . 

1.500 

12.500 

3,000 

75.500 

1,500 

14.000 


Notes : 1. This amount is also shown on the assets side of 
the closiDg balance sheet, as outstanding income. 

2 If this amount is less than what was outstanding in the 
previous year, the difference is again shown in the current year's 
balance sheet as outstanding income. 


3 This amount is shown on the liabilities side of the current 
year’s balance sheet as income received in advance. 

4. The amount of current subscription (income) is taken to 
the net amourt column of the I & E a/c. 


ILLUSTRATIVE PROBLEM No. 1 

In 1974, the subscriptions received by the Elites’ Club of 
Bombay were’ Rs. 19,570. which include Rs. 400 for 1973 and 
Rs 600 for 1975. At the end of 1974, subscriptions outstanding 
for 1974 were Rs. 500. The subscriptions due but not received at 
the end of the previous year, i.e., on 31-12-1973 were Rs. 600 while 
the subscriptions received in advance as on that date amounted to 
Rs. 1,000. Show the amount to be taken to Income and Expendi¬ 
ture A/c as subscriptions for the year ending 31-12-1974. 


PPA-II/13 
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Calculation of Current Subscription 


Total Subscriptions received during 1974 
Add Outstanding subscriptions at the end of 1974 

[Rs. 600-Rs. 400-Rs 200 for 1973 + Rs. 500 for 1974] 

Less Outstanding subscriptions at the end of 1973 

Add Subscriptions received in advance in 1973 

Less Subscriptions received in 1974 
Current Subscriptions credited to I A E a/c in 1974 


A Uer natively 


Rs. 

19,500 


20,200 

600 

19,600* 
00 



20.000 


Calculation of Curreot Subscriptions 

Total Subscriptions received during 1974 
Add Outstanding subscriptions for 1974 


Rs. 

19,500 

500 


Less Outstanding subscriptions of 1973 received in 1974 

Add Subscriptions received in advance in 1973 

Less Subscriptions received in advance in 1974 
Current Subscriptions credited to I & E a/c in 1974 



Alternatively , the amount of current subscriptions can be 
arrived at with the help a£ Subscriptions Account as under : 


Subscriptions Account 


, IVS. 

1-1-1974 To Balance, being amount 
outstanding at the beg- 

_ inning (for 1973) 600 

31-12-1974 To locome and 

Expenditure A/c 
( Balancing figure) 20,000 

»» To Balance received in 

advance at the end c/d 600 

21,200 

1-1-1975 To Balance, Outstand¬ 
ing at the Beginning b/d 
- 700 


1-1-1974 By Balance being amount 
received in advance (for 
1974) 1,100 

31-12-1974 By Cash received 

during 1974 19,500 

,, By Balance Outstand¬ 
ing at the end, c/d 700 

2 * 1,200 

1-1-1975 By Balance , received in 

advance oi the beginning 
‘ 600 ' 








accounts of "Son-trading concerns 

r— 


u 


2. Calculation of Current Expenditure (e.g. Salaries ] 


r -* 


T„ M / Salaries paid in the current year (as per R & Pale) 

^ Outstanding salaries at the end of current year (as per additional 
information or dosing balance shseti 1 

less Outstanding salaries at the beginning of the current year U. 
salaries relating to previous year (as per additional information 
or opening balance sheet)* 

Arid Salaries paid in advance in the previous year, i.e current 
year’s salaries paid in the last year (as per additional inform¬ 
ation or opening balance sheet ) 

r„. Salaries paid in advance in the current year, l.e. salaries of 
future period (as per additional information or closing balance 
sheet) 1 

Current Salaries 4 


Rs. 

5,300 

300 


5,600 

800 

4,800 

100 

4,900 

200 

4,700 


Notes : 1. This amount is shown on the liabilities side of 
the balance sheet as outstanding expense. 

2. If this amount is less than what was outstanding in the 
previous year, the difference is agam shown in the current year’s 
balance sheet as outstanding expense. 

3. This amount is shown on the assets side of the balance 
'sheet as expense paid in advance. 

4. The amount of current salaries (expenditure) is taken to 
the net amount column of the 1 & E A/c. 

ILLUSTRATIVE PROBLEM No. 2 

During the year 1974, the General Expenses actually paid were 
Rs. 3,250. Find out the amount chargeable to I & E A/c for the 
year i974 if the prepaid and outstanding amounts are as under : 

Rs. 


Pre paid General Expenses on 31-12-1973 300 

„ „ on 31-12-1974 400 

Outstanding General Expenses on 31-12-1973 450 

on 31-12-1974 500 


Solution and Notes: 

(/) Prepaid Expenses on 31-12-1973 are the expenses paid in 
advance in 1973 for the year 1974. 

(ii) Outstanding Expenses on 31-12-1973 are presumed to hav& 
been paid in 1974 in full , since the unpaid balance is not given. 


12 


ACCOUNTS OF NON-TRADING CONCERNS 


Calculation of Cu'rent General Expenses 
Total General Expenses paid in 1974 
Add Outstanding Expenses at the end of 1974 


Less 


1973 


Add Prepaid Expenses at the end of 1973 


Less „ ,» ». 1974 

Current General Expenses debited to I & E ale 



Alternatively , the amount of current general expenses charge¬ 
able to I & E a/c can be known by preparing the account as under : y 

General Expenses 


Rs. 


1-1-1974 To Balance prepaid at the 

end of 1973 300 

81-12-1974 „ Cash, paid during 

1974 3,250 

„ Balance Outstanding 
' at the end, c/d 500 


4,050 


1-1-1975 „ Balance, prepaid at 

end of 1974 400 


Rs. 


1-1-1974 By Balance, Outstanding 

at the end of 1973 450 

31-12-1974 „ Income & Expendi¬ 
ture a/c 

(balancing figure) 3,200 


,, Balance, Prepaid 


at the end 


Tepa 
, c/d 


400 


4,050 

1-1-1974 By Balance , Outstanding 

at the end of 1974 500 


(3) Calculation of Stock, etc. Consumed During The Current 

Year 

Though a non-trading concern does not have any stable items 
for profit, in some cases there shall be some consumable stocks 
which are used during the year, e.g., sports-goods, stock of 
stationery, medicines, etc. The following table explains the 
calculation of value of such materials used in the current year : 

Materials Used In the Current Year [e.g. Medicines ] 


Stock of Medicines at the beginning of current year (as per hist 

balance sheet or additional information) A , 

Add Payments to creditors for medicines m the current year (as 
per R it P a/c) 

Less Stock of Medicines at the end of current year (as per additional 
Information or closing balance sheet) 


Rs. 

8.95H 

25,050 

34,000 

6,000 


28,000 
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°A«““ additional informal,on) 

Add Crcdkors,fo r a Medicines ,%TaZV or* closing 

balance sheet ) 

,1<M Advance 'baLn^JhYrl’oTaddZlnll 

information) 

sheet ) 


medicines Actually used in the Current year 


3 , COO 
2^000 

4,000 

29,000 

1,000 

30,000 

2,000 

28.000 


Some Incomes and Expenses no. taken in Income & 
Expenditure Account 


Expenses not taken in I Sc E a/c 

Though all revenue expenses are debited to Income & Expen¬ 
diture A/c, some of them are shown m the Balance Sheet. Wbe e 
expenses are paid out of specific funds, such expenses ared.rec.y 

deducted from the respective funds. For exatnp'e penston pa.d ts 

deducted from Pension Fund ; Tournament Expenses are deducted 
from Tournament Fund, Prizes paid are deducted from Pr, « F ““’_ 
and so on. If such expenses are paid without there bengany rela 
-live fund, then the expenses are debited to I & E a/c. Sometimes 
there will be collection for particular expenses v.thout there being 
-any funds. In such cases, the expenses paid shall be deducted from 
the amount so collected and the net amount is taken to I & E a/c. 
For example, Match expenses deducted from Match Receipts (no 
fund). Benefit show expenses are deducted from proceeds from 
Benefit show, and such adjustments and their net results are shown 
in the I & E a/c and not in Balance Sheet. 


Incomes not taken in I Sc E a/c 

Where any income arises out of a specific fund, some income 
is not credited to I & E a/c but is added to the fund in the Balance 
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Sheet. For example, if the amount credited to Prize Fund is in¬ 
vested in Govt, securities, the interest received from securities is 
added to the Prize Fund and not taken to I & E a/c. 

ILLUSTRATIVE PROBLEM NO. 3 

Explain how the following items are treated in the case of a 
non-trading concern : 

(/) Charity Fund, Rs. 10,000 ; Charities paid Rs. 3,000. 

00 Prize Fund, Rs. 25,000 ; Interest received on Prize Fund 
Investment Rs. 1,250 ; Prizes Paid 1,200. 

0‘0 Receipts for Cricket Tournament, Rs. 2,800 ; Cricket 
Tournament expenses, Rs. 3,200. 

(/v) Proceeds from Benefit shows, Rs. 5,600 ; Benefit show 
expenses Rs. 3,200. 



V 


(v) Tennis Match expenses, Rs. 900. 
Solution and Notes 


(0 There is specific fund. Hence, Charities Paid Rs. 3,000 are 
deducted from Charity Fund, Rs. 10,000 ; and the balance of 
Charity Fund, Rs. 7,000 is shown on the liabilities side of the 
balance sheet. 


00 There is a specific fund. Hence Interest (income) Rs. 1,250 
arising from its investment, is added to the Prize Fund of Rs. 25,000, v 
(Total Rs. 26,250) and from the total Prizes Paid, Rs. 1,200 are 
deducted. The balance of Prize Fund, Rs. 25,050, is then shown 
on the liabilities side of the balance sheet. 

OH) There is no fund, but receipts are for a specific purpose . 
Hence the receipts Rs. 2,800, being lesser, are deducted from the 
expenses Rs. 3,200 and the net amount of Rs. 400 is debited to 7 
& E a/c , as Cricket Tournament Expenses, in case of item No. (i'i7) 

In the case of item No. (iv), since the Receipt Rs. 5,600 are 
more than expenses, Rs. 3,200, the net receipt of Rs. 2,400 are 
credited to / & E a/c as proceeds from benefit shows. 

(v) Being an independent expense , the entire Tennis Match 
Expense, Rs. 900, is debited to I & E a/c. 
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ACCOUNTS OF NON-TRADING CONCERNS 

Pro-forma Income and Expenditure A/c for the year ending... 


Expenditure 


To Expense A/c 

Total Paid in Current Year 
Add outstanding at the end 
Less beginning 

Add Advance Paid in pre¬ 
vious Year 

Less Advance Paid in cur¬ 
rent year 

Current Expenditure 
To Purchase of Consumable 
Stores 

Opening stock of the item 
Adtt Payment to creditors 
for the item 

Less Closing stock of item 
Less Creditors for the item 
at the beginning , 

Add Creditors for the item 
at the end 

Add Advance Payment in the 
previous year 

Less Advance payment in 
current year 

Value of Item Actually Used 
To Expense out of special 
Collection 

Expense Paid 
Lers Collections 


Income 


By Income A/c 

Total Received in current 

year . 

Add Outstanding at the end 
£#« „ at the beg- 

inning 

Add Advance received in 
previous year # 

Less Advance paid in cur¬ 
rent year 
Current Income 
By Profit on Sale of Asset 
Sale price of asset 
Less cost of assets sold 


Net Profit 
By Receipt for special 

Amount received 
Less expenses paid 


Expense 


Net Income 

By Other Incomes 8c Gains 
with adjustments 
By Excess of Expenditure 
Over Income carried 
Over to Balance Sheet • 


Net Expense 
To Loss on Sale of Asset 
Cost of Asset Sold 
Less Sale Price 


Net Loss 

To Otfyer Expenses 8c Losses 
with adjustments 
To Depreciation 
To Expenses of Income Over 
Expenditure Carried Over 
Balance Sheet • 


Total 



Total 


There shall be one of these two items and not both, at a time. 
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Pro-forma Balance Sheet as on. 


Liabilities 

Rs. 

Assets 

Ra. 

Capital Fund : 


Assets : 

m 

Last Balance b/f 

• • • 

Last balance b/f 


Add Capitalised incomes of 


Add Purchases in current year 


current year : 


Less Cost of asset sold 


(a) General Donation 


Less Depreciation 

• 00 

( b ) Entrance Fees 

• • • 

- 

— ■ - - 

(c) Legacies 

#• • 

Closing Balance 

000 

(d) Life Membership Fees, 


Stock of Consumable Item 


etc. 

• • • 

Closing stock as given 

• 00 



Or 


Net 

0 9 9 

Last balance b/f 

900 

Special Fund/Donation 


Add Purchases in current year 

• 00 

Last Balance b/f 

0 9 0 

Less Value actually consumed 


Add (a) Receipts for the item 

Hurinn mrran f o r 


in current year 

000 

uurmg current year 
(b) Income arising from fund 

000 

• 90 

Closing Balance 

• 00 

Less Expenses out or Fund/ 


Cash/Baok Correot or Fixed A/c 


Donation 


Closing balance of R A P a/c 



—- 

Outstanding Income 


Net 

0 0 0 

Last balance b/f 


Creditors for Purchases 


Less Received in current year 

• 00 

As at the end of current year 


Add Outstanding for current 


Bank Overdraft 

000 

year 

000 

/\s at tne ena oi current year 
Outstanding Expenses 


Net 

• 00 

Last balance b/f 

• 0 0 

Pre-pald Expense 


Less Paid in current year 

• 0 0 

As at the end of current year 

000 

Add Outstanding for current 




year 

• •• 



Net 

900 



Income Received in Advance 




As at the end of current year 

000 



Income and Expenditure A/c 




Last balance (Cr.) b/f 

0 0 0 



Add Excess of Income over 




Expenditure in current 




year 

000 



or Less Excess of Expenses over 




Income in current year 

• 00 



Net Cr. Bal. 

000 




ILLUSTRATIVE PROBLEM No. 4 


From the following Receipts and Payments Statement of the 
Young Men’s Society for the year ended 31st December, 1976 and 
the adjoining information, prepare an Income and Expenditure Ate 
for the year ending 31st December, 1976 and a Balance Sheet as on 
that date. 
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- Receipts and Payments A/c 
for the year ended 31-12-1976 


Receipts 


To Balance on 1-1-1976 

Cash 

Bank 


Rs. 

485 

3,000 


• , Legacies 
,, Entrance Fees 
f , Donations : General 1.000 
For Building Extension 5,000_ 

, Subscriptions (including 
Rs. 365 for 1975) 

„ Interest on Prize Fund 

Investments (Cost Rs. 20,000 
being equal to Fund) 

- Sale of Furniture on 

1-1-1976 

Sale of Old Newspaper 
Proceeds from Entertam- 
’ meats 

Endowment Fund Receipts 
” Tournament Fund Receipts 


Other Information 


3.485 

3.500 

650 

6,000 


6.865 


1.500 


2.865 

6.000 

500 

32.580 


Payments 


By Building Construction 
„ Books 
. Prizes Paid 
Entertainment Expenses 
** Tournament Expenses 
*, Printing and Stationery 
I, Newspapers and 
Periodicals b 
„ Sports Materials 
\\ Repairs 
„ Postage 

- S CC 550 

BanL 10.055 


3.200 - 
4,150 
1,500 
2.000 
1.800 
465 

1,110 

6.000 

650 

150 


11.555 


/ Subscription in arrears 
/ „ received in advance 

I Furniture^ 

Building , 

Books 

Sports Materials 
1 Tournament Fund 
' 1 Postage Stamps 


32.580 

31-12-1915 ' 

31-12-1976 

Rs' 

Rs. 

500 

650 

300 

600 

3,500 _ 

2,160_ 

15,000 

2_ 

3,750 

6,000 

3,800 

7 

4,200 

2,900 

? 

32 


(/) Half of Entrance Fees and half general donations are to 
be capitalised. 

(ii) Postage Stamps used in the year, Rs. 178. 

(///) Depreciation on Furniture @ 10% p.a. and on Old Sports 
.goods @ 15% p.a. and on New Sports goods @10% p.a. tor six 
months only. 



ACCOUNTS OF NON-TRADING CONCGRN) 


Solution and Notes : 


Young Men’s Society 

Income and Expenditure Account 
for the year ended 3lst December , 1976 


Expenditure 


To Printing & Stationery 
,, News Papers & Periodicals 
». Repairs 
„ Postage : 

Stamps used 178 

Add Stock at end 32 

Total on hand in the 210 
year 

Less Postage bought ( RAP 

a/c) 150 

Opening Stock o» Stamps 60 

»» Loss on ^ale of Furniture : 
Closing Stock after depreci¬ 
ation © 10 % 2,160 

Add Depreciation, 10% of 
Op. 8al. or 1 /9th of 
Closing Balance 240 

Op. Bal. of Unsold 2,400 

Furniture 

Total Op. Bal. on 

1-1-76 3.500 

Cost of Furnitute 
Sold on 1-1-76 1,100 

Less Sold Price 750 

• Net Loss 

,, Depreciation : 

</) On Furniture 240 

(ii) On Old Sports 

Goods 570 

New „ 300 

(Hi) On Books : 

Opening Stock 3.750 
Purchases 4,150 

7.900 

Closing Stock 6,000 1,900 

Excess of Income Over 
Expenditure 



Income 


' 465 By Entrance Fees (50%) 

1,110 ,, General Donations (50%) 

650 „ Subscriptions 

Total Recei'-cd 6.865 

178 Add Outstanding at the end 
for 1975 135 

for 1976 660 78S 



Less Outstanding at the 
end of 1975 


Add Received in advance 
in 1975 


7,650 


7.150 


7,450 

Less Received in advance 

in 1976 600 

„ Sale of Old News Paper 
,, Proceed for Entertainments 

2,865 

Less Entertainment 

Expenses 2,000 


i 3,010 


3.242 





Yonng Men’s Society 
Balance Sheet 







20 ACCOUNTS OF NON-TRADINO CONCBRNS 

Notes : 1. Opening balance of capital fund is the balancing 

figure of the Balance Sheet of the previous year, i.e. 9 1975. 

2. The existence of Prize Fund and Investments is known by 
the R & P a/c where there is mention of both items. 

3. See I & E a/c for cost of furniture sold and for depreciation 

4 . #f depreciation on Books 

5 Opening Stock of Postage Stamps 

$.* ,, Closing balance of Subscription in arrears. 

7, Opening & closing balances of Cash and Bank are given 
In R & P a/c. 

Preparing the columnar B/s saves time and also enables us to 
take all the items of assets and liabilities from the previous year. 

ILLUSTRATIVE PROBLEM NO 5 

From the following Receipts and Payments account of an 
Institution and the further information supplied, prepare an Inco ™c 
and Expenditure Account for the year ended 31st December, 1973 
and a Balance Sheet as on that date : 

Receipts and Payments Account 

Dr. For the year ended fist December, 1973 Cr. 


Receipts 


Amount 

Rs. 


Payments 


Amount 

Rs. 


Balance on 1-1-1973 
Subscription : Rs 

1972 200 

1973 2,100 

1974 150 

Entrance Fees 
Locker Rent 

Income from Refreshments 


10,000 


2.450 

800 

700 

4,000 

17,950 


By Expenses 

1972 

1973 


Rs. 

1,200 

2,000 


Cost of Leasehold Land 
Interest Paid 
Refreshment Expenses 
Balance on 31-12-73 


3,200 

4,000 

400 

2,000 

8,350 


17,950 


BALANCE SHEET 
As at 3\st December, 1972 


Liabilities 


Amount 

Rs. 


Assets 


Amount 

Rs. 


Fund 

Subscription received in 
Advance 

Outstanding Expenses 
Loan 

Income and Expenditure a/c 


32.000 

600 

1,400 

5,000 

1,620 


Building 

Outstanding Debtors 
for subscription 
for Locker Rent 
Cash in Hand 


30,000 

380 

240 

10,000 


40.620 


40 , 62 * 
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Adi lflbss 800 

(i/0 Salary due !? ^“SSdingR*. 2,000 

( (v) TheEntrance Fees to be capitalised^ Banga , ore y 

Solution and Notes: INSTIT UTI ON) 

SssSMSSfe-—^ 

Dr.--- - i T _ Rs. Rs. 


Expenditure 

To Expenses for 1973 

Add Outstanding Lxps. 
for 1973 

Interest paid 
Salary Outstanding 
*’ Depreciation on 

Excess of Income over 
Expenses c/d 


Rs. Rs. 


2,000 

500 2,500 


2,000 


Income 

By Subscriptions for 1973 2,100 
Add Subscriptions 

«73 ‘ n ^ 

JE1 3 - 5C0 ‘ 

„ Locker Rent 700 

L 7o°w 240 460 


Income from Refresh¬ 
ments 

Less Refreshment 
Expenses 


5,960 


- balance S HEET As on 31st December, 1973 _ 

_-— -Prs Rs -i.ysets _ 

Capital Fund : Balance 32,000 ^ielr^Depreciation 

Add Entrance Fees 

Capitalised _ 32,800 Leasehold Land 

_ . • Outstanding Debtors for 

Subscriptions Received in Subscription : 


4.000 

2,000 2 , 000 * 

~5,960 


KS. Ks. 

3U.000 
2,000 28,000 

4,000 


3UDSU IJIUV/UO - 

Advance for 1974 
Outstanding Expenses : 
For 1972 
For 1973 

Outstanding Salary 
Loan 

Income & Expenditure 
a/c 

Balance 

Add Excess of Income 
over Expenditure 
during 1973 


-- 

Subscription : 

For the year 1972 

Cash in Hand 


180 

800 980 

8,35; 


200 

5,000 


1,6201 


2,480 


1,330 


41,330 


22 ACCOUNTS OF NON-TRADINQ CONCERNS 

Hints : I. Since Entrance Fees are capitalised the item is taken in 
Balance Sheet. 

2. From the Balance Sheet of 1972, we find subscription in 
advance for 1973. Therefore, total subscription received for 1973, 
Rs. 2,100 plus Rs. 600 received in 1972=Rs. 2,700. To this is 
added Subscription Outstanding for 1973 Rs. 800 (Subscription 
received for 1974 is to be directly taken in B/S). 

3. Locker Rent received in 1973 is Rs. 700, but from the B/S 
of 1972, we find that Locker rent due and not received for 1972 was 
Rs. 240. Therefore, out of Rs. 700 received Rs. 240 belong to last 
year which must be deducted from what is received in this year. 

4. Expenses Outstanding for 1972 (as given in the B/S of 
1972) are 1,400. But in 1973, Rs. 1,200 only are paid for 1972, as 
shown in the R/P Account. Therefore, Outstanding Expenses will 
be Rs. 200 for 1972 plus Rs. 500 for 1973, as given in Adjustments. 

5. Outstanding Debtors for Subscription are as under : 

Outstanding for 1972 Rs. 380 

(as given in B/S of 1972) 

Less received during 1973 Rs. 200 

(as given in R/P a/c) 

Outstanding For 1972 Rs. 180 

Outstanding For 1973 Rs. .306 

(as given in Adjustments) - 

Total Rs. 980 


Illustrative Problem NO. 6 

From the following particulars relating to City Co-operative 
Hospital, prepare I. & E. a/c for the year ended 31-12-19/6 and 
balance sheet as on that date. 


Receipts and Payments A/c 
for the year ended 31st December , 1976 


Receipts 


Opening Balance of Cash 
Subscriptions 
Fees from Patients 
Donations 

Interest on Investments ® 
10 % p.a. for full year 
Receipts from special 
Lectures 

Sport* Materials 
Proceeds from Charity 
Show 

Sale of Equipments (Cost 
Rs. 1,200 j 

Donations for Food to 
Patients 


2.3UO 

13,770 

9,030 

6.000 

2,500 



Payments 


By Medicines 
,, Doctors* honorarium 
„ Staff Salaries 
„ Sundry Expenses 
,. Printing & Stationery 
Bills 

,, Equipments 
„ Sports Materials bought 
„ Expenses on Charity Show 
„ Expenses on Special 
Lectures 

„ Foods to Patients 

Balance of Cash on hand 



47.100 


47,100 
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itfitional Information : on 7 1 ^ 76 

(0 Equipments 42,000 

00 Building 20 ,000 

v (iii) Furniture 2 900 

(iv) Stock of Medicine 2,9UU 

(v) Sports Materials ^ 

(vi) Printing & Stationery Stock 120 

(v«) Creditors for Printing 2uu 

(viii) Subscriptions due 
fix) Subscription received in advance 

Solution and Notes :_ A/c 


on 5/ 


(i) Equipments 
(ii) Building 
(iii) Furniture 
(,v) Stock of Medicine 
(v) Sports Materials 
M) Printing & Stationery Stock 
(W0 Creditors for Printing 
(v«0 Subscriptions due 


Income and Expenditure A/c 
/or the year ended 31st December , /y/Q 


Expenditure 


Income 


.12-1976 

Rs. 

10,500 

37,800 

19,000 

3,240 

600 

160 

100 

100 

80 


To Medicines used : 

Opening Stock 

Add Purchases 


2,900 

10,500 


13,400 

Less Closing Stock 3,2W_ 

Doctor’s Honourarium 

Staff Salaries 
Sundry Expenses 
Printing Sc Stationery used 
Opening Stock 120 

Add Payments in 

1976 M00 

1,920 

Less Creditors at 

the beginning 2C0 

”7,720 

Add Creditors at 

the end 100 


1,820 

Less Stock at the end 160 

„ Expenses on Spl. 

Lectures J,2«0 

Less Receipts 1,000 

„ Depreciation : 

(/) Equipments : 

Op. Stock 7,6C0 
' ~r Less Sales 1,200 

6 400 

Add Purchases 5,00u 


10,160 


By Subscriptions : 


Received in 1976 

13,770 

Add Due at the end 

100 


13.870 

Less Due at the 


beginning 

80 


13,790 

Less Received in 


advance at ihe end 80 

Fees from Patients 


„ Interest on Investments 

Proceeds from Charity 

Show 

.>,400 

Less Expenses 

250 

Profit oo Sale of Equip- 

ment : Sale Price 

2.000 

Less Cost 

1,200 

, f Excess of Expenditure 

over Income 





2 500 
3,150 


1.870 


11.4C0 

Less Cl. Stock 10 ^00 
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(1*0 Building 
(///) Furniture 
( iv ) Sports Materials : 

Op. Stock 400 

Less Sales 200 


200 

Add Purchases 1,000 


Less Cl. Stock 


1,200 

600 


4,200 

1,000 

• 

600 


31,060 




31,060 




As on 
J-1‘76 


Capital Fond ; (1) 

1,00,200 

Add Donations 6,000 


Mil] 


1.06,200 

Less Excess 
of Expenses 
over Income 1,870 


Donations for Foods 
to Patiants 6,900 
Less Food 
Exps. 5,600 


Creditors for Printing 
Subscriptions received 
in advance 


Building 

Less Depreci¬ 

42,000 

4,200 

ation 

Furniture 

Less Depreci¬ 

20,000 

ation 

1,000 

Equipments 

”600 

Less Sales 

1,200 


6.400 

Add Purchase 

5,000 


11,400 

Less Depreci¬ 

900 

ation 


Investments (2) 
Sports Materials 
(3) 400 

Less Sales 200 


2C0 

Add Purchases 1,000 


Less Depreci¬ 
ation 


1,200 

600 


Printing & Stationery 
Stock 

Stock of Medicine 
Subscriptions due 
Cash 


1,00,4001 1,05.810 


1,00,4001,05,810 

















‘“°"zr rr::= c *- m F ™ d “ ,h ' biia ° ci ° s 

es - 2>m ,he 

value of '^' St “ e “ e IS c “° pricc of sports materials is ■». 6™», •*= 
sale price only can be taken as Us cost. 

(II) Receipts and Payments * ccoua , he draf , in g of Receipts 

The second type of problems in 1 , J ^ come and Expenditure 
and Payments Ao^n* with addiKal information. It is worth' 

A/c and Balance Sheet and/ dd^ jncIudes revenue as well as 

repeating here that ' d a i so actual total amount paid 

capital expenditure J"~? e w ^rt.er for current or previous or 
and received, ,rr £ s P e ^ lve / & £ a /c shows only the revenue items 
future period. Jte »**&}.'* / and a , so on earne d and 

and that too for the c “ Fr , en '^ r r '° eived and paid basis. The capital 

Table Showing the Method for Calculating 

» t_4_ J Dmimanfc 


- m 

Ca'culation of Total Receipt, 

eg., Subscription 

Calculation of Total Payment, 
e.g , Salaries 

■ - rT 

Current Year's Subscription 10,500 

(as per I. & E. a/c) # 

Less Outstanding at the 

end of current year _____ 

Rs. 

Current Year's Salaries 3,800 

(as per I. & E. a/c) 

Less Outstanding at the end of 

current year* 200 

10.000 

Outstanding at the end 
of previous year* 200 

4.000 

Add Outstanding at the end of 

previous year* 600 

10,200 

Less Received in advance in 

the previous year* 100 

3,400 

Less Paid in advance in previous 

year* 8,00 

10,100 

Add Received in advance at 

the end of current year* 900 

4,200 

Add Paid in advance at the end 

of current year* 300 

Total Subscriptions Received io 

the current year $ 11,000 

Total Salaries paid in the 

current year $ 4,500 

$ This figure will be taken for starting 
the calculation of income from pay¬ 
ment. 

$ This figure will be i^ken for start¬ 
ing the calculation of expenditure 
from payment. 

• These items are generally given as additional information. 
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Illustrative Problem No. 7 

The Lok Kalyan Dispensary the following Income and 
Expenditure A/c for 1976 : 


Expenditure 

Rs. 

Income 

Rs. 

To Salaries 

»» Surgery & Dispensary 
„ Rent and Taxes 
•* Insurance 
, v Office Expenses 
•* Depreciation : 

Building 3,750 

Furniture 120 

Instruments 100 

23,500 

3.000 

500 

200 

800 

3,970 

n 

By Subscriptions 
,, Interest 
,, Donations 
„ Miscellaneous Receipts 

25,000 

9,000 

4,000 

300 

•» Surplus of Income 
over Expenditure 

6,330 




38.300 


38,300 


Other information is as follows : 31-12-1975 31-12-1976 




Rs. 

Rs. 

1. 

Cash in hand and at bank 

? 

18,700 

2. 

Govt. Securities (Face Value 

Rs. 2,00,000) 

1,80,000 

1,80,000 

3. 

Subscriptions outstanding 

7,000 

10,000 

4. 

„ received in advance 

200 

600 

5. 

Salaries unpaid 

1,000 

1,500 

6. 

Furniture 

? 

1,880 

7. 

Land & Buildings 

2,00,000 

7 

8 . 

Instruments 

3,500 

3,500 

9. 

Surgery Expenses due 

200 

300 

10 

Stock of Medicines 

300 

100 

You are required to prepare the Receipt 

and Payments A/c 


for 1976 and alto the Balance Sheet as on 31st December, 1976. 

(B. Corn . Panjab , 1970, Modified ) 
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Solution and Notes : 

Receipts and Payments A/c 

• for the year ended 31-12-1976 


Receipts 

To Cash in hand and at 
Bank (balancing figure) 

^ Subscriptions : 

Income as per I, & 25 t 0 00 

Less Outstanding 

for 1976 10,000 


Add Outstanding 
for 1975 

Less Received in 
advance 1975 

Add Received in 
advance 1976 


15.000 

7.000 

22.000 


21.800 


,, Interest 
Donations 

Z Miscellaneous Receipts 


10.700 


Payments 


By Salary : As per I & g s00 

Add Due at the end 

of 1975 1 ’ 000 

24,500 

,hC eDd _l£» 23.000 

Surgery & Dispensary : 

’ Expense as per I*E ^ 

"sasBcSf* ioo 


22.400 

9.000 

4.000 

300 


2.800 


3.000 


of Medicine _ 100~ 

3.100 

Less Opening Stock 

of Medicine 300 

2^800 

Add Surgery Exps. 
due at the 

beginning . 2CO 

3.000 

Less Surgery Exps. 

due at the end 300 

„ Rent and Taxes 

,, Insurance 

Office Expenses 
Instruments booght : 

Closing Balance 3,900 

Add Depreciation 100 

4,000 

Bal. During 1976 

Less Opening Bal. 3,500 

„ Cash in hand Sc at Bank 


2,700 


46,400 


18,700 

46.400 
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Balance Sheet 
as on 31st December. 1976 


Lfabilit'es 

Rs. 

c 

Assets 

Rs 

Capital Fund Op. Balance 
{balancing figure ) 
Subscriptions reed, in advance 
Salaries unpaid 

Surgery expenses due 

Surplus of Income o\er 
Expenditure 

B 

■Ka 

Land and Buildings 2,00.000 
Less Depreciation 3,750 

Furniture Balance 2.C00 

Less Depreciation 120 

1,96,250* 

1,880 

mm 

Instruments 

Add Additions 

3.500 ' 
500 1 


e 

■ 

Less Depreciation 

4,000 

100 

3,900 


1 

Govt. Securities 

Stock of Medicines 
Subscriptions outstanding 
Cash in hand and at Bank 

1,80,000 

100 

10.000 

18.700 



i 


4,10,830 



*■ 


(HI) Opening and Closing Balance Sheets 

The third type of problems requires the drafting of balance 
sheets at the beginning of the current year (which is the closing B/S 
for pervious year) and at the end of the current year. The necessary 
information will have been given in the form of Receipts and Pay¬ 
ments A/c, Income and Expenditure A/c and the additional in¬ 
formation. The following table explains the procedure. 


Table Showing the Method of Preparing 
Opening and Closing Balance Sheets 


From where and how to 
take In 

Opening Balance Sheet 

Item of the Balance 
Sheet 

From where and how to 
take In 

Closing Balance Sheet 

As per additional infor¬ 
mation, or 

Balancing figure of the 
opening B/s 

(1) Capital Fund 

(а) As per opening B/S -4- 

(б) Gen. Donation (RAP 
ole) + 

(c) Entrance Fees {R&P 
ale) -4- 

{d) Legacies (R&P a/c) + 
te) Surplus (or less de¬ 
ficit) from l&E a/c 

Additional information 

(2) Specific Donation 

(a) As per opening B/S.-F 

( b) Further receipts {R&P 

ale) . _. 

(a) As per opening B/S+ 
{b) Further receipts or 
income arising from 
such funds {R&P a/c) 
less 

(c) Payments out of such 
Funds {R&P ole) 

—do— 

(3) Sfecific Fund 
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As per additional infor¬ 
mation, along with pay¬ 
ment relating to previous 
year as per RAP a/c 

As per additional infor¬ 
mation, OR Amount 
taken in I & E a/f • ,e . s { 
(Total received (R&.P ale) 
Lass due for last year. 
plus due for current year. 
Less received in advance 
in current year) = Received 
in advance in last year. 
{Rs. 550 Less ( Rs - 5(X {“ 
Rs. 104-Rs 50 —Rs. 10) 
— Rs. 20, reed, in advance 
in 1975). 


(4) Creditors 


As per additional infor¬ 
mation, OR [Total re¬ 
ceived ( R&P a/c ). Plus 
Received in advance in 
last year. Plus outstand 
ing for current year, less 
received in advance in 
current year) less Amount 
taken in I&E a/c-Out- 
standing for last year. 
{[Rs. 500+Rs. 20+Rs. 50 
-Rs. 10) less Rs. 550- 
Rs. 10, Outstanding for 
1975.) 

.(Adjustments as per No 5 
above). 

{Rs. 900 less [Rs. 800- 
Rs. 60 +Rs. 100 -Rs. 20) 

— Rs. 80, Prepaid in 

1975.) 


[Adjustments as per No. 
6 above J 

{[Rs. 800 + Rs. 100-Rs 20 
+ Rs. 80) less Rs. 9J0- 
Rs. 60, Outstanding for 
1975.) 

Opening balance of Re¬ 
ceipts & Payments a/c. 
As per additional infor¬ 
mation OR on the basis 
of depreciation on or in¬ 
come on the asset as 
given in I&E a/c. 


(5) Income (eg Subscri - 
pi ions) received 

a ?For C example : Total 

Subscription Received 

in 1976, Rs. 500 of which 
Rs. 10 is for 1975 and 
also Rs. 10 for 1977. An 
amt. of Rs. 20 was re¬ 
ceived in advance in 
1975 and aubscr-pt.on 
outstanding for 1976 is 
Rs. 50.) 

•Less Amount taken in 
I&E a/c. 

(6) Income (e.g. Sub¬ 
scriptions) outstanding 


(7) Pre paid Expenses 

[For example : Total 
expenses paid in 1976. 
Rs. 800 of which Rs. 60 
is for 1975. and Rs. 20 
for 1977. Prepaid expense 
in 1975 was Rs. 80 
and outstanding expen¬ 
ses for 1976, Rs. 100.) 

(8) Outstanding Expense 


Ai per additional infor¬ 
mation, or 

Opening Balance less pay 
ments plus credit purch- 

As per additional infor- 

^otaUe?“ved (R&P a/c) 
Less due for last y ear » 
Plus received in a dvar £® 
in last year, plus due for 

current year )• = Received 
in advance in cur f®'i' 
year {[Rs 500-Rs. 10 + 
Rs. 20 + Rs S0| Less 

Rs 550 = Rs 10 reed, in 
advance for 1977.) 


As per additional infor¬ 
mation or Amount taken 
in I&E a/c, Less [Total 
received ( R&P ale) less 
outstanding for last year, 
Plus received in advance 
in last year, less received 
in advance in current 
year) —Outstanding for 

current year. _ 

(Rs. 550 Less [Rs. 500- 
Rs. 10+Rs. 20 - Rs. 10] 
-Rs. 50. Outstanding 
for 1976.) 

[Adjustments as per No. 

/iRs^Otl—Rs. 60 +Rs. 100 
+ Rs. 80) Less Rs. 900 
— Rs. 20, Prepaid in 
1976.) 


(9) Cash and Bank 

Balance 

(10) Assets 


(Adjustments as per No. 

6 above.) 

(Rs. 900 Less [Rs. 800- 
Rs 60-Rs 20 + Rs. 80] 
— Rs. 100, Outstanding 
for 1976 ) 

Closing balance of Re¬ 
ceipts & Payments a/c 
Opening balance. Less 
sales in the year. Plus 
additions in the year 
(both as per R&P a/c). 
Less depreciation as per 
I&E a/c. 
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Comparison of I. & E. a/c with R. & P. a/c. Some of the 
items of balance sheet can also be identified by comparing eacl* 
item of R. & P- a/c with the items on the opposite side of R. & P. 
a/c. For example : 

(a) Income Compared with Receipts. (1)1/ the income, e.g. 9 
Subscriptions, shown in I. & E. ale is less than the amount shown in 
R & P a/c it can be taken as either the income received for previ- 
ous year (outstanding for previous year an Asset) or received in 
advance in the current year (Liability). (2) On the other hand, if 

the amount taken in I. &E. a/c is more than the amount taken in 

R & P ale it can be considered as either outstanding income for 
current year' (Assets) or income received in advance in the previous 
year (Liability). Further. (3) if any income is shown tn I & E. a/c 
there being no such item in R. & P. a/c, it can be presumed as either 
income received in advance in last year (liability) or income accrued 
bu?not received in current year (asset). (4) l( any receipt in R. & P 
ale has no relative income in /. & E. a/c, it can be taken as outstand¬ 
ing income of previous year (asset) received now, or income is 
received in advance in current year (liability). 

(b) Expenditure Compared with Payments. (I) //any expendi¬ 
ture shown in l. & E. ale is less than the amount shown in R. & P. 
ale it can be taken as either previous year s outstanding expenses 
(liability) are paid now or there is pre-paid expenses (asset) for the 
current year. (2) If the amount taken in 1 & E a/c is more than 
Re payment in R.&P. a/c, it may be considered as either expense 
of current year pre-paid in the previous year (asset) or current year’s 
expense is outstanding (liability). (3) / a payment ,s not followeo 

hv the relative expenditure in I. Si E. a/c, it is either the payment 
for previous year’s outstanding expense (liability) or the prepaid 
expense for current year (asset). (4) If an expenditure is shown tn 
/ & E a/c without there being a relative payment in R. Si P. a/c, 
it is either outstanding expense for current year (liability) or pay- 
ment made in advance in last year (asset). 

(c) Capital Receipts and Payments Some receipts, like 
Entrance Fees, Donations and special contributions, may not appear 
income’ side of L & E. a,. In «ha -e ^*•£■£* 

are taken to the assets 

side of balance sheet and not to I. « t- a / c - 

Illustrative Problem No. 8 

T l a D pr -i nf c and Payments Account and the Income and 
Expenditure' 'aSSM ^Central Library, Nagpur, for the year 
ended 31st Dec., 1968 are as follows : 
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receipts and payments account 

Fcr,Hey r arjn^d3ls L D f c z J968 


To Balance b/d ^ 

„ Subscriptions 1967 ^ 


...VDonattons for Special Fund 
•• Kem 


1967 260 

1968 130 


Rs. 

700 

3,900 

400 

150 

390 

T.540 


Bv Book Purchased 

Printing & Stationary 
Salary 

Advertisement 
Miscellaneous Expenses 
’, Balance c/d 


Rs. 

1,500 

150 

1,250 

100 

320 

2,220 


5,540 


IS^F7SB"iiiiNDITURE ACCOUNT 

j: _ I/#* n+r*mher* 196B 


Expenditure 


To Insurance 

Miscellaneous Expenses 
Depreciation on Building 
Priming & Stationery 
Advertisement 
Excess of Income over 
Expenditure 


» 

» 

t 

** 

»» 


Rs. 

Income 

Rs. 

120 

1,300 

320 

750 

150 

90. 

By Interest 
„ Subscription 
.. Rent 

380 

3.800 

260 

1,710 


_ 

4.440 


4,440 


-- 57 ^—that Library’s A s se,s on 1st 

- Msfr.25 jr 

on 31 12-1967 and 31-12-1968. 

Solution “‘•Notes: Payments Account there are items pertain¬ 

ing to 1967 and 1968. Since items of revenue nature relat.ng to 
1968 »i'l »PPf>r „ !«?: 

the items renting t 1967 # Qf c gf ta | nature will appear in the Bal- 
2. aiin y* . i Q68 e v Opening Balance of Cash 

vrilTappear in 19%Balance Sheet whereas Closing Balance of Cash 

wiH find “t Receipts & Payments a/c but not 

appearing in'lncome & Expenditure Account are : 

f»l either receipts in advance or payments in advance ; or 
(,‘i) receipts for previous year or payments for previous year, 
such items need adjustments (e.g.. Advertisement). 
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figureflft 

T 


4. Assets at the end should be taken with their due 
tion in the closing Balance Sheet but with the given 
opening Balance Sheet. 

5. Capital Fund should be ascertained by preparing opening 
Balance Sheet. Closing Balance Sheet should be started with such 

Capital Fund. CENTRAL LIBRARY, NAGPUR 

(/) Balance Sheet as on 31-12-1967 


Capilal Fund 

Rs. 

39,360 

Cash on Hand 

Outstanding Subscription 
Outstanding Rent 

Investments 

Books 

Furniture 

Buildings 

Rs. 

7f 0 
400 
260 
5,000 
15,000 
1.000 
17,000 


39,360 


39,360 

(//) Balaoce Shed as on 31-12-1968 

Capital Fund 39,360 

Add Excess of Income 
over Expenditure 1,710 

Rs. 

41,070 

Cash on Hand 

Outstanding Subscription 
Outstanding Rent 

Prenaid Advertisement 

Rs. 

2,220 

300 

130 

10 

Donation to Special Fund 
Outstanding Insurance 
Outstanding Salary 

150 

120 

50 

20 

Investments 

Books—Balance 15,000 

Add Purchases 1,500 

5,000 

16,500 

Interest received in Advance 

Furniture 

Buildings 17,000 

Lsss Depreciation 750 

1,000 

16,250 




__ 


41,410 


41,410 


Problems on Capital and Revenue Expenditure 
Illustrative Problem No. 9 

Classify expenses into capital and revenue. 

(a) The sum of Rs. 3,000 has been spent on a machine as 

follows: . . ,, , _ . 

(/) Rs. 2,000 for addition to double the output. 

(//) Rs. 1,200 for repairs necessitated by negligence. 

(ji 7) Rs. 8u0 for replacement of worn parts. 

(b) The sum of Rs. 1,720 was spent on dismantling in order to 
remove the machinery to more suitable **' (p v ( , w ***„*) 

So| ution “d^Notes^^ ^ been spent tQ improV e the capacity of the 

fixed asset. Therefore it should be capitalised. 

(ii) Cost of repairs whether necessitated due to negligence or 

otherwise is of revenue nature. 
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m KS but maintains th’e fixed asset in working con- 

wmm^s s 

expenditure. 

“srE“ “ bc 

*” d "‘jt; 0 "oTi». on «p.i» of * ““” d »»” d “ Chi ”" y 

b,fo "ot e “:»<» r 

<" LTr-ll.«» <*«*" on a nan,,, pn.Ca.ad 

machine amounted to Rs. 500. 

Solution and Notes : incurred to bring 

thecos,is heavy ; 

U C ;S and C-iage to bring the machine to the p.ace of 
installation^? necessarily a capita! expend,ture 

(#v ) Erection and Installation charges are to be cap.lal.sed. 

EXERCISE V 

(A) Income and Expenditure Account 

, What do you mean by Non-Trading Concerns ? What 
their tvDes ? Name a few of them. 

2 What is the Income and Expenditure Account ? In wha 

respects does it differ from Profit & Loss Account. 

3. Distinguish between : 

(a) Receipts and Incomes. 

(b) Payments and Expenditures. 

( c ) Capital Receipts and Revenue Receipts. 

(d) Capital Payments and Revenue Payments. 

(e) Capital Expenditure and Revenue Expenditure. 

4. What is Receipts and Payments Account ? Does .t make 
difference from the Cash Book ? 
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5. Distinguish between Receipts and Payments account 
Income and Expenditure Account. “ .5$ 

„_ 6 : From the following particulars, prepare Statement of 

C ‘“ b - P °°“’ f " ,h ' **' 


Amount deposited in the Bank during 1971 
Subscriptions received on account of 1970 
Subscriptions and Entrance Fees received on account 
of 1971 including Rs. 2,000 for Entrance Fees 
Subscription on account of 1972 
Locker rent received for 1971 

Expenses including rent for 1971 (of these Rs. 1,500 
have not been paid) 

Liabilities for expenses of 1970 Rs. 1,500 paid in 1971 
Subscriptions owing for 1971 

Capital Expenditure up to 31-12-1971 
Investments in Fixed Deposits in 1971 
Capital Expenditure up to 1-1-1971 

Withdrawals from Bank by Cheques during the 
year 1971 

Donations received during 1971 

Excess of Income over Expenditure on 31-12-1970 

Cash at Bank on 31-12-1970 

Cash with the Secretary on 31-12-71 


Rs. 

35,530 

3,C0O 

14,000 

1,500 

700 

9,000 

1,200 

5,000 

15,000 

7,0U0 

10,000 

34,200 

2,700 

102 

2,723 

770 


Donation and Entrance Fees are to be Capitalised. 

[Hints : 1. Only Cash Receipts and Payments of any period 
should be taken into account while preparing Receipts and Pay¬ 
ments Account, e g.. Bank Balance or Excess of Income over Expen¬ 
diture or Subscriptions owing etc., have nothing to do with this 
statement. 


2. Expenses of Rs. 9,000 include Rs. 1,500 unpaid. There¬ 
fore only Rs. 7,500 should be taken in this statement. 

3. Capital Expenditure on 31-12-71 is Rs. 15,000 whereas 
on 1 -1-71 it is Rs. 10,000. It means Rs. 5,000 is expended during 
the year 1971. 

4. Donations and Entrance Fees are Capitalised. This will 
have no effect on Receipts and Payments Account. 

5. Bank Account is to be prepared separately. 

6. Amount deposited into Bank is treated as Payment from 
cash box and amount withdrawn by cheques is treated as receipt 
into cash box. 
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. 7- OP^ 6 03511 Ba '7 CC ,S STi e., balancing figure of 

*• 2SR ^Payment's Account. 

I ^eT'T^oJlZr Expenditure Rs. 
ending *°® n< ^** C 


111 C IWIIO *• —D - 

Balance 1-1-63 

Subscription : 

1962 200-00 

, 1963 2» 100-00 

1964 150-00 

Entrance Fees 

Locker Rent 

Income from 

Entertainment 

Rs. 

0 ,000-00 

2,450-00 

800-00 

700-00 

4 ,000-00 

>.200-00 
1963 2,000 00 

Leasehold Land 

Interest 

Refreshment 

Expenses 

Balance 

- co “ ££ » 
$1 ill * 

17,950-00 


17,950-00 


-- Balance Sheet as on 31-12-1962 

Fund 

Subscriptions received 
in Advance 
Outstanding Expenses 
Loan 

Excess of Income 
over Expenditure 

Total Rs. 

Rs. 

32,000-00 

600-00 

1,400-00 

5,000-00 

1,620-00 

Buildings 
Outstandings : 

Subscription 380-00 
Locker Rent 240-00 
Cash on Hand 

» 

Rs. 

30,000-00 

1 620-00 
10 ,000-00 

40,620-00 

40,620-00 


due —s given .a 

the opening Balance Sheet. 

2. Entrance Fee is Income unless otherwise stated.) 

[Ans. Excess of Income Rs. 3,360 , B/S Rs. 42£30] 

8 . The following is the Receipts and Payments Account of 
Lucky Club for the year ended 31-12-1967 ; 
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Receipts and Payments Acconnt for the year ended 31-12-67 


To Balance (1-1-67) 

,, Subscriptions (a) 

„ Entrance Fees 
„ Interest 

„ Proceeds from Lee. 
tures. Concerts 


Rs 


745 

By Upkeep of Grounds 

6,800 

(b) 

260 

„ Wages of Grounds¬ 

420 

men 


,, Ground Rent 

2,590 

„ Printing and 


Stationery (c) 


„ Postage 

„ Balance (31-12-67) 

10,815 



Rs. 

4,750 

4,680 

105 



year. 


10,815 


(a) This item includes Rs. 100 applicable to the previous year/ 

( b ) This item includes Rs. 250 applicable to the previous 


(c) This item includes Rs. 100 applicable to the next year. 

Entrance Fees are to be capitalised. The outstanding items as 
on 31-12-1967 are : 

Printing and stationery Rs. 80. The Social Literary Associa¬ 
tion owed Rs. 105 for the use of the Club’s Hall. 

From the above prepare an Income and Expenditure Account 
for the year ended 31st December, 1967. 

[A ns. Excess of Expenditure Rs. 10 ; B/S Total Rs. 925 ; Capt. 

Fund Opening 595] 

9. The following particulars relate to the Citizen’s Sports Club : 

(A) Income and Expenditure Account 
For the year ending 31-12-1972 


Secretary's Salary 
Printing & Stationery 
Advertisement 
Audit Fees 
Fire Insurance 
Depreciation on 
Sports Equipment 
Balance : Excess of 
Income over Expen¬ 
diture 


Rs. 

1,500 

2,200 

1,200 

500 

1,500 

9,000 


14,200 


30.100 


By Entrance Fees 
„ Subscriptions 
„ Rent Receivable 
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COUNTS OF NON-ntAD-KG AcconD t 

(B) Receipts and Pa>_ _ 


jo Balance (1-1-72) 
Entrance Fees : 

” 1971 1,000 

1972 10,000 

Subscriptions^ 

1972 15 *25 

1973 400 
„ Rent Received 


Rs. 

&>sss»«H vs 


11,000 


16,500 

3,000 

34,700 


„ rrin™© — . 

Advertisement 

” Fire Insurance 

Investments 
” Purchased 

„ Balance (31-12 I*) 


1,600 

20,000 

8,300 


34,700 


FiXUre p S r'e e pare R the SjSing and Cosing Balance Sheets^ ^ ^ 

10 From the following ^'Tjn^jatto^'prepare'an Income 
Karnatak Club and the sub^yeaT^ 

and Expenditure Account for th y 31-12-1969 

Receipts and Payments Account for th e year -- 

- ---- - i 1 _ 


o Balance 1-1-1969 
„ Entrance Fees 
t9 Donations 
It Subscriptions 
'* Sports Fees 

Sale of old Furniture 
’’ Interest on Invest¬ 
ments 

Sundry Income 


Rs. 

220 

100 

14,000 

3,200 

4,500 

80 


By Investments 
„ Furniture 
„ Salaries 
„ Rent 

„ Sports Expenses 
„ Advance for 

Purchase of Building 
„ Sundry Expenses 
„ Balance 31-12-69 


22,400 


Rs. 

10,000 

1,200 

1,600 

1,100 

6,500 

1,50a 

200 

300 

22,400 


- ltvvas decided to treat one-halF>f Entrance Eces^and Dona¬ 
tions as income. Outstanding Salary and R ent ^ ,959 

7 Us. 100 respectively. Subscriptions outstanding for the year 1969 

a mounted^ to Rs. ** ^ ^ , s not a reven ue income and 

should not be taken in I/E account - fOT -„ for Plir , 

2. The items ‘Investment, Furniture and Advance for Pur 
chase of Building’ are Capital items and should not be taken in I/E 
Account. [Abs. Excess of Income Rs. 3 ,odui 


38 


ACCOUNTS OF NON-TRADING CONCSRN* 
11. The following is the Receipts and Payments Account oj 
the India Club for the year ending 31*12-1969 : 


To Balance 1-1-1969 
„ Subscriptions 
„ Entrance Fees 
Interest on Invest¬ 
ments 

Proceeds from 
Lectures 


n 


»» 


Total Rs. 


Rs. 


500 

By Up-keep of Grounds 

6,800 

(a) 

260 

„ Wages of Grounds¬ 


men 

400 

„ Ground Rent 


„ Printing (6) 

2,500 

„ Postage 


„ Balance c/d 

10,460 

Total Rs. 

= ===== 




(а) This item includes Rs. 300 applicable to previous year. f 

(б) This item includes Rs. 100 applicable to the previous year. 
Entrance fees to be capitalised. The outstanding items as on 

31-12-1969 are: a „ 1rA 

Printing Rs. 200 and Wages of Groundsmen Rs. 1W). 

From the above, prepare an Income and Expenditure Account tor 
the year ending 31-12-1969. (Ans. Excess of Expenditure Rs. 360) 
12. From the following particulars prepare an Income ana 
Expenditure Account for the year ended 31st December, 1970 and 
Balance Sheet as on that date for the Shivsagar Gymkhana., Poona : 

Receipts and Payments Account 

For the year ending 31-12-1970 _ 


** 


»* 


To Life Membership 
Fees 

Donations 
Entrance Fees 
Tournament Fund 
Revenue Receipts 
Subscriptions 2,200 
Bar Receipts 1,300 
Interest on Secu- 


»» 


** 


rities 

Cricket Fees 
Tennis Fees 
Billiards Fees 
Sundries 



By Land and Buildings 
Tournament Expenses 
Furniture 
Sports Materials 
Revenue Payments 
Salaries 
Printing 
Telephone 
Gardening 
Cricket 
Insurance 
Tennis 
Billiards 
Sundries 


Rs. + 



24,500 

1,100 

1,500 

1,200 


Bar Purchases 1,300 I 4,505 




>* 


41) 825 


»» 


Bar Expenses 

Investments 
Cash in Hand 
Cash at Bank 


200 


6,000 

200 

1,820 


40.825 
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accounts of non-trading concerns 1970 amount ed to 

received amounted to Rs. 120. tfae end e f the year. Depr 

5JSSSS5T2 Land and *«»*** 

Tournaincnt - ““ M “ C '" S 

—rr s;-- 

tta N ‘ 3 ,, "r sr«. SS“'» fc »•" " d "‘ 31s * D "-- 

1971 : - 


To Cash on hand 
(1-1-71) 

„ Donations Received 
„ Entrance Fees 
„ Tennis Tournament 
Receipts 

Subscription (includ¬ 
ing Rs. 400 for 1972) 
„ Locker Rent 

„ Miscellaneous 
Receipts 





Bv New Club Building 

„ Pi intingA Stationery 
„ Postage 

Sundry Exps. 
Expenses of Tennis 

Tournament 

Furniture 
Tennis Balls 
Salaries and Wages 
Up-keep of Lawns 
Repairs of Court 
Insurance for the 
year ending 30-9-72 
5% Loan Bonds 

(Purchased on 

1-7-11) 

Closing Balance 
Cash in Hand 
Cash at Bank 


Rs. 

40,000 

150 


*» 




>» 



Prepare Income and Expenditure Account for the year ending 

31st Dec., 1971 and Balance Sheet as on that date after taking 
■consideration the following adjustments : 

1. Subscription outstanding for the year 1971 Rs. 300. 

2. Salaries unpaid for Dec., 1971 Rs. 170. 

3. Interest on 5% Loan Bonds has become due. 


40 ACCOUNTS OF NON-TRADIN3 CONCBRNS 

4. Provide Depreciation from 1st July, 1971 onwards on 

Building @ 5% and on Furniture @ f0%. *»»'St 

5. Stock of Tennis Balls on 31st Dec., 1971 Rs. 300. 

6. All Donations and one-half of Entrance Fees are to be 
Capitalised. 

[Ans. Excess of Income Rs. 8,830 and BIS Rs. 63,400) 

14. Following is the Receipts and Payments Account of the 
Graduates’ Club, Kolhapur, for the year ending 31st Dec., 1968 : 


To Balance b/d 

Rs. 

2,025 

By Salaries 

Rs. 

600 

„ Subscriptions : 


,, General Expenses 

75 

1967 

40 

„ Printiug and Postage 

200 

1968 

2,050 

,, Drama Expenses 

450 

1969 

60 

„ Newspapers etc. 

150 

„ Donations 

540 

,, Municipal Taxes 

40 

„ Proceeds of Drama 


,, Charity 

350 

Tickets 

950 

,, Investments 

2,000 

„ Sale of Waste Paper 

45 

,, Electric Charges 

145 


,, Balance c/d 

1,700 


5,710 


5,710 


Prepare the Club’s Income and Expenditure Account for the 
year ended 31st Dec, 1968 and its Balance Sheet as on that date 
after taking the following information into account : 

1. There are 500 members, each paying an annual subscription 
of Rs. 5. Rs. 50 are still in arrears for the year 1967. 

2. Municipal Taxes amounting to Rs. 40 per year have been 
paid upto 31st March, 1969 and Rs. 50 are outstanding for salaries. 

3. Building stand in the books at Rs. 5,000 and it is required 
to write off 5% depreciation on it. 

4. 3% interest has accrued on Investments for the last six 
months. 

5. General expenses Rs. 35 for the year have not been paid. 

[Ans. Excess of Income Rs. 1,730 and B/S Rs. 8,990] 

15 Following is the Receipts and Payments Account of the 
Jai Hind Charitable Trust, Kolhapur, for the year ending 30th Sep., 
1970 : 



ACCOUNTS OF 


non-trading concerns 


To Balance b/f 
Donation 
Interest on Bank 
Account 

Interest on Invest¬ 
ments 

Subscriptions 

Legacies 
Withdrawn from 
Bank 




» 


»* 


t* 

)* 


n 


Rs. 

2,338 

9,901 

250 

3,250 

28,225 

10,400 

39,860 



*» 


By Payment to Pen¬ 
sioners 

Printing of Year 
Book 
„ Rent 

„ Repairs 
Furniture 
” Postage 

4J% Government 

Loan 

Honorarium 
” Salaries 
„ Office Expenses 
Commission to 
Collectors of Sub¬ 
scription 

„ Deposits into Bank 
\ 9 - Balance c/d 


41 

Rs. 

32,733 

676 
650- 
1,325 
1,350- 
50 

7,500 
600- 
6 , 000 - 
540* 


980 

39,000 

2,820 

94,224 


_ tha , 50 % of the legacies should be 

The Trustees resoWed jh t^u/o Sep[ember 1969 which was 

capitalised. The Rent in es i 969( and from ] st July 1970 the 

shown as payable on 1 st v • fe| Rs 390 are unpaid towards 
rent is left unpaid but « Thc intcrcs t on 4*% Government 

the cost of P r '“ tl ° g R t ‘ 1 7 5 0 h as accrued due but was not received, 
loan amounting to Ks. “•» 

Subscriptions include 'he following . 

Received for the year 968-69 Rs. 225. 

?rS Ve the f0 Balance e Sheet as on 1st Oct., 1969, information is 
available about subscriptions as umler: 

’for 

3 r?- i, a practice to write off outstanding subscriptions for the 
previous^year, noticed dating the & Expenditure 

th ? amounting to Rs. 50 

(/.«., 275^225) is a loss and should be debited to Income and 
Expenditure Account. 

? Rent of Rs. 650 includes Rs. 50 for last year. Thus Rs. 


PPA-II/15 
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16. Calculate what amount will be posted to Income and 
Expenditure Account for the year ending 31st December, 1974. 

Rs. 

Stock of stationery on 1-1-1974 300 

Creditors for Stationery on 1-1-1974 2C0 

Advances paid for Stationery c/f from 1973 20 

' Amount paid for Stationery during 1974 1,080 

Stock of Stationery on 31-12-1974 50 

Creditors for Stationery on 31-12-1974 130 

Advance paid for Stationery on 31-12-1974 30 

(Ans. As. 1,250) 

17. From the following Income and Expenditure Account of a 
Club in respect of the year ending 31st Dec., 1974 and Balance Sheet 
as on that date, you are required to prepare “Receipts and Pay* 
ments" Account for the year ending 31st December. 

Dr. Income and Expenditure Account Cr. 


Expenditure 


To Salaries 
,, Stationery 
,, Rates 
,, Telephone 
„ Sundry Expenses 
,, Depreciation on 
Buildings 

„ Excess of Income 
over Expenditure 


Rs. I Income 


4,160 I By Subscriptions 

„ Profit on Sports 
Meetings 

„ Dividend Received 


720 

1,200 

270 

1,710 



1,000 

540 


9,t>00 


Balance Sheet as \ i 31st Dec., 1974 


Capital Fund 62,400 
Add Income 540 62, 

Subscriptions in 
Advance 

Telephone Accrued 



Building (1-1-74) 20,000 
Less Depreciation 

1,000 19,000 

160 Investments (1-1-741 
70 40,000 

Add Additions 


63,170 


during the year 2,500 

42,500 

Stock of Stationery 

180 

Rates Prepaid 
Subscriptions Outstand¬ 

300 

290 

ing 

Cash at Bank & in 


Hand 

900 


*3,170 
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You are informed that : i t .74 

f si tis srssssa^ 

® C ;r“'o"“ «»« - -ve„u. Expenditure - 
g , V e Kvu ""f;" d f“f un<1 „ sl „ d by the tern, -Deferred Revenue 
Expenditure”.^^ ^ Cap „ a , a , d Revenue expen- 

Ohf—. expenditure on theP'*°< ■» * b * 

K) factory which resulted m adding to its me. 

W Carriage ofne.,, ^ deXnd a 

(,,/) Heavy legal expenses incurred by a concern 

legal suit. 

f/v) Cost of experimenting a product. . a _ 

(V) Cost of improving the sitting accommodation in an ed 
tional institution. 

(C) Opening and Closing Balance Sheets 

21 The R&P a/c and I&E of the New Hindu Social Club f 
the year ended 31st March, 1976 are as under . 

Receipts and Payments Account 
for the year ended 31-3-1976 _. 


Receipts 

To Balance on 1-4-1975 
Donations 
„ Entrance Fees 
„ Entertainment Fees 
„ Interest on Securi¬ 
ties 

Subscriptions 

1974- 75 Rs..l,8C0 

1975- 76 „ 45,000 

1976- 77 „ 1,200 

„ Rental income 


Rs. Payments 

12 600 By Office Expenses 

3,000 „ Staff Salaries 

10,000 „ News Papers & 

12,000 Periodicals 
„ Insurance 

8.000 „ Upkeep of Ground 

Wages of Ground 
maintenance staff 
„ Advertising 

48,000 ,, Printing & Stationery 

„ Investments 

9,000 „ Sports Equipments 

„ Furniture 
„ Balance 31-3-1976 

1 , 02,600 


2,000 

1,000 

1,600 

3,600 

5,000 

3,000 

1,200 

1,800 

20,000 

25,000 

15,000 

23,400 

1 , 02,600 


44 


ACCOUNTS OF NON-TRADING CONCERN! 
Income and Expenditure Account 

for the year ended 31-3-1976 


Expenditure 

Rs. 

Income 

Rs. 

To Office Expenses 

3,000 

By Donations 


„ Staff Salaries 

1,500 

„ Entrance Fees 

10,000 

„ Annual Games 


„ Entertainment Fees 

12,000 

Expenses 

1,500 

„ Interest on Securities 

\IMXLSm 

»> News Papers & 


„ Subscriptions 

46,800 

Periodicals 

1,600 

„ Rental Income 

12,000 

„ Upkeep of Ground 

5,000 



,, Wages of Ground 




staff 

3,000 



,, Advertising 

1,200 



„ Printing & Sta¬ 




tionery 

1,800 



M Insurance 

3.000 



„ Depreciation 




On Sports Equip¬ 




ments 

»i t■ 



On Furniture 




On Ground & 




Building 




„ Surplus 





91,800 




The assets of the club on 1-4-1975 were : Ground and Building 
Rs. 1,20,000 ; Books Rs. 12,000 ; Furniture Rs. 12,000 ; Sports. 
Equipments Rs. 45,oOO ; Investments Rs. 30,000. 

There were no liabilities outstanding on 1-4-1975. You are 
required to draw Balance Sheets of the club as 31-3-1975 and 
31-3-77. 

(Ans. Capital Fund : 31-3-1975 . Rs. 2,33,400 ; 31-3-1976 - 
Rs. 2,75,400 Balance Sheet total: 31-3-1975, Rs. 2,33,400; 31-3-1976 
Rs • 2,79,600) 

22. From the following information of Officers’ Club, Madras, 
prepare Balance Sheets as on 31-12-1975 and 31-12-W76. 
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Receipts 

To Balance b/d 
„ New Membership 
Fees 

1976 2,7 ofl 

1977 80 


H 


Locker Rent 


Rs. 

Payments 

840 

By Wages 

Office Expenses 

2,400 

’’ Games Expenses 

.Insurance 

2,900 

700 

~~ 6,840 

„ .New Building 
” Balance c/d 

• 

• 


Income and Expenditure A/c 


Expenditure 

To Wages 

Office Expenses 
Games Expenses 
Audit Fees 
Insurance 
Depreciation 
Surplus 


»* 


»» 


*> 


« 99 


99 

99 


Rs. 

240 

500 

360 

240 

4,000 

1,500 


6,840 


Rs. 

Income 

Rs. 

320 

420 

360 

By New Membership 
Fees 

„ Annual Fees 

2,400 

2,820 

800 

60 

„ Locker Rent 

200 



1,600 



3,060 



6,020 
■-«-? 


6,020 


• Other Information : Assets on 1-1-1976 ; Building Rs. 10,000 : 
Sports Goods Rs. 3,000: Investments Rs. 2,000 ; Furniture 
800 ; Annual Membership in arrears Rs. 160. On 31-12-197 , s. 
160 were due on account of Annual Membership. 

(A.,, Balance Skee, Tel: 


(D) Receipts and Payments Account 

23. Following is the I & E a/c of Amba Club Kolhapur, for 
Ihe year 1975. 
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Expenditure 

Rs. 

Income 

Rs. j 

To Salaries 

4,750 

By Subscription 

7,500 

„ Sundry Expenses 

500 

„ Entrance Fees 

250 

„ Audit Fees 

250 

„ Annual Dinner 


,, Honourarium 

1,000 

Contributions 

1,000 

„ Stationery, etc. 

450 

„ Surplus on annual 


,, Annual Dinner 

1,500 

sports 

750 

„ Bank Charges 

150 



„ Depreciation 

300 



„ Surplus 

600 




9,500 


IKBa 


Additional information given is as under : 

1. Subscriptions : Outstanding on 31-12-1974 Rs. 600; Received v 
in advance on 31-12-74 Rs. 450; Received in advance on 31-12-1975, 
Rs. 270 ; Outstanding on 31-12-1975, Rs. 750. 

2. Salaries unpaid on 31-12-1974 and 31-12 1975 were respec¬ 
tively Rs. 400 and Rs. 450. Sundry expenses include for insurance 
pre-paid. Audit fees for 1975 were not paid during the year 1975 ; 
Audit fees of Rs. 200 were paid for the year 1974. 

3. Balance on 1-1-1975 were : Ground Rs. 10,000 ; Capital 
Fund Rs. 8,000 ; Sports Equipment Rs. 2,600; I&E a/c Credit 
Balance Rs. 3,540. Bank Loan Rs. 2,000. 

4. At the end of 1975 the Sports Equipment stood at 
Rs. 2,700 after writing off depreciation ; bank loan was not repaid 
in 1975. 

5. Opening and closing cash balances were ; Rs. 1,390 and 
Rs. 1,600 respectively. 

Prepare R&P a/c for the year 1975 and Balance Sheet at the 
end of the year. 

[Ans. : R&P a/c total Rs. 10,560 ; Balance Sheet total Rs. 15,110 ; 

Sports Equipment bought Rs. 400.\ 





Single Entry 


Meaning „ . the fundamental P" nc ' p '® 

“Every debit must havca h ?,£ d records the ‘two fold effect or 

of the Double Entry System ansactjon In contrast “Single 

aspect of every busin ?, ch falls short °f. D °“ b em oloyed for the 

Entry is that prac^ a variety of { wo .fold aspect and 

consequently fail P a ^ c to ascertain th p c ntry System 

necessary for l ® pro per knowledge o some acc jdent or 

because of lacK oi r u business ^ transaction may be- 

or on account of very^s being destroyed the transact. ^ 

hsssws 

wi th these records. ru)es Qf ^ Double . 

Not only that the Single F n o «common method’ ^lowed by the 
Entry game but also n o . « There are no fixed rules io 

businessmen who ^^'in Sing^e 'Entry and each bus.nessman 
maintaining the . .^/^nvenient to him. An observation ofma^y 
‘ways’*of maintaining'* records under Single Entry, br.ngs to hght 
following three methods. . 

(i) Pure Single Entry is aother^types 0 of accounts. 

Accounts are businessman in having at least_ the 

Since it does not fadhtatet atters such as Cash and Bank 

s^srsr^s^sr-* * - f ‘ > “ d ra 

practice. 


i f'arter’s Advanced Accounts. 

2. Theory and Practice in Accountancy, M.M. and M.M. Choksh,. 
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SINOLB entry 


(//) Simple Single Entry is one where only Personal Accounts 
and Cash Account (on the lines of double entry) are maintained. 
However, postings from Cash Book are made only to personal 
accounts and no other account is posted. 

It is possible that under both the above systems, Creditors A/o 
is not maintained. For knowing the amount due by him, he relies 
on the ‘Bills’ and will cancel them as ‘paid’ whenever payment is 
made. Even in the case of debtors accounts, postings from Cas& 
book may not be made, but some hint for payment received may be 
used e.g., rounding cff the concerned item or writing there receiv¬ 
ed’, etc. Thus, Cash Book is kept just to know the correct balance 
at close. 

( iii) Quasi-Single Entry under which Personal Accounts, Cash 
Book and some Subsidiary Books are maintained. The main buosi- 
diary Books are Sales Book, Purchases Book and Bill Books. 
Though Personal Accounts are posted from the subsidiary books 
and the cash book, their totals are not made and sales* purchases 
and other such accounts are not posted. Discounts are directly 
entered only in the personal accounts. Sometimes, a few important 
expenses 1/ke wages, rent, etc. are separately recorded. 

It is this last method which we find most in use. As one can 
observe the methods of recording in this case, the Single Entry can 
be regarded as “an admixture of Single Entry , Double Entry and No 
Entry.'* Sometimes it is also defined as “ nothing but Double Entry 
maintained in a haphazard and disjointed form: 9 


Defects or Shortcomings of Single Entry 

(i) The result of trading obtained under Single Entry Is incom¬ 
plete as also unreliable . The reason is that such a result is drawn by 
a comparison of two Statements of Affairs, one at the beginning and 
the other at the end, and if any mistake is committed in any ot them, 
the result will be wrong. Moreover, since many items are basea on 
the proprietor’s memory, the figures may not be accurate, leading 
to unreliable results. 


(«) Since the two-fold aspects of each transaction are 11 ®* re¬ 
corded, Trial Balance cannot be prepared. Thus the arithmetical 
accuracy of the Ledger Accounts cannot be proved. 

(iii) Nominal accounts are not maintained and, hence, the Profit 
and Loss Account is incomplete and unscientific. 

(,v) Since the profit or loss is calculated just as a comparison 
between closing and opening capitals, it does not provide fl^ we/ul 

information regarding causes or sources of profit or loss. So econo- 

my in working cannot be easily effected. 

JSMA S 

business. 
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: *IHGLB entry g cannot be made and the 

(v'> Soc’a °anot be found o“«. Since necessary statistical m- 

"~f£rmati° n ls n0 ‘ ova,/ “ for ,he simple reason that the 

" flffifuVrrTneU ,o°ju«SrwhetheJ S errors 

anVthcn only ^^ble^nt^y is wanting, c/iecA:* and counter-checks 

(ylii) SinCe W ^A^ce fra y uds are easily commuted. 
n< ’' aSCERT ain.ng capital and profit 

MO D° M ‘ En "> Ccn ’ mm MM 

1. CAPITAL COMPARISON METHOD 

Profit or loss can be ascertained by preparing- 
(a ) Statement of Affairs, and 
tb) Statement of Profit and Loss. 

' , „f Affairs It is generally understood that 

(a) Statement of Affairs^ “ lhe end of an accounting period 
when the net assets i.* (wilh the necessary adjustments), 

. is more than that at B g v versa , there is oss. This, 

■ 4K*° f C"*'* 1 “ b ' B,n °'” e 

Capital is 

and closing date, orie has to a 

assets and outside 1 ^slatement of Affairs which is similar to (‘bough 
S,a , te .he same a") a Balance Sheei. hollowing hems are taken up for 
S ’pu^c of preparing Statement of Affairs : 

(a) Cash Balance from Cash Book , 

(b) Bank Balance from Pass Book ; 

(c) Debtors and Creditors Accounts from Personal Ledger , 

(d) Stock by actual counting and valuation ; 

(e) Real Accounts by Physical counting and valuation , 

(/) Outstanding and Advance Incomes and Expenses through 
loose records or memory. 
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SINGLE BMJtY 




Capital The above items are to be arranged in the Statement 
of Affairs, in a Balance Sheet form. The excess of assets over liabilfc ^ 
ties (the balancing figure) then becomes Capital. *“- a 

Proforma Statement of Affairs 
STATEMENT OF AFFAIRS 
As on. 




Liabilities 

Rs. 

R«. 

Assets | 

Rs. 

Rs. 

Liabilities 

Capital (being balancing 
figure) 


• • • 

Assets 


• •• 



• ••- 



• •• 

——V 


(b) Statement of Profit and Loss. With the help of Statement 
of Affairs at the beginning and at the end of the accounting year we 
can know capital at these two dates. Now, we have to ascertain the 
profit or loss. As already stated, an increase in the capital at the 
year-end indicated profit and decrease a loss. However, such increase 
or decrease may not necessarily be on account of profit or loss. 
For example, if additional capital is invested during the year, 
there will tv.- increase in the capital, and s.m,lar | y,.f any drawings 
are made, that will reduce the capital at the close. Therefore, before 
comparing the capitals at the two dates, necessary adjustment should 
be made so as to arrive at the correct opening , or closing capital. 
Then only a proper comparison can be made to find out profit or 

loss. 

(a) Proforma Statement of Profit and Loss 
\7Wth Adjustments in Opening Capital) 

STATEMENT OF PROFIT AND LOSS 
For the > ?ar ending. 




C *2S S&ESE9L, i.«»d i...»'«. 


Less Orawings during the year 


Actual Capital in the business 
Capital at the close 


•Profit or Loss Subject to adjustments 








V 


-sr^r 

jsysrs’JSS'- loss 

f For the y ear ending 


»‘a h :a e uri ng .heye a r 



. t „. Additional Capita, invested during the year 

Artual Capital in the business 
i«s Capital at the Beg.nn.ng 

Profit or Loss Subject to adjust ments - 

-are'added'backVo '.he S <*$5. 

such as, (a) Intere , s V RD P D w Outstanding Incomes and Expen- 
(c) Depreciation,^'^d in Advance or Prepaid Expenses .etc. 

in .bn above »nh .h.cb 1*. 

Gr ‘n°sZL°S°t Affairs should ,hsn be prepared ones again, 

incorporating all these ( start ing with closing capital) 

* is ver f ro ^ C use he and C h°ence the same is followed by us in so.vmg 
the Illustrative Problems. Ca/)i , a/ „ kn0 wn) 

niustrative Proble • Entry . He started busi . 

«ss of,;*C^.bkr. k O,Jo. o e „ 3L, DOC, 197. hi, pos.- 

tion was as under r . c h at Bank Rs . 500 : Furniture 

W b p“n. R R.T»0 C rSund,y D.b.o,s Rs. 2,500 ; S.oclr 
Rs' 4 500 and Bills Receivable Rs. 500. 
nJL :-y C«di t ors R,£000 , Bin. Payable Rs. 250 and 

Outstanding Creditors Rs. 250 . . .1071 

Ascertain the profit or loss made by Mr. Jayaram daring • 

Solution and Notes : iim / Pc in 000^ There- 

f0 „, either by niing .he 
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formula : (1) Capital =* Assets—Liabilities or (2) by 

Statement of Affairs (Balance Sheet) as on 31-12-1971. 

MR. JAYARAM 
Statement of Affairs 
(To Find out Closing Capital) 


As on 31- 

12-1971 


Liabilities 

Amount 

Assets 

Amount 

Sundry Creditors 

Bills Payable 

Outstanding Creditors 

Capital (balancing figure) 

Rs. 

2.000 

250 

250 

12,000 

Cash in Hand 

Cash at Bank 

Bills Receivable 

Sundry Debtors 

Stock 

Furniture 

Plant 





14,500 


Difference between adjusted closing capital and opening capital 
is profit. Since these two capital amounts are found out, the state¬ 
ment of profit or loss is to be prepared as under : 


MR. JAYARAM 
Statement of Profit or Loss 


For the period ending 31-12-1971 



Rs. 

Rs. 

Capital at the end (31-12-1971) 

12,000 


Less Capital at the beginning (1-1-71) 

10,000 


•Profit Subject to Adjustments 




•Since, there are no adjustments the above profit is Net Profit. 
Illustrative Problem No. 2 ( Opening Capital is known) 

Shri Sharraa commenced business on 1st Jan., 1971 with a 
capital of Rs. 20,000 ; Rs. 18,000 brought in cash and the balance 
in the form of furniture. On 1st September, 1971, he introduced 
Rs. 8,000 into the business of which Rs. 5,000 was borrowed from 
his wife. During the year, he withdrew at the rate of Rs. 600 a 
month. His position on 31st Dec., 1971 was as follows : 

Assets ; Stock of goods Rs. 12,000; Sundry Debtors Rs. 10,000; 

Furniture Rs. 2,000 : Cash at Bank Rs. 3,000 ; Cash in 
Hand Rs. 200 ; Bill Receivable Rs. 1,800 and Plant 
Rs. 11,000. .. 

Liabilities : He owed to Sundry Creditors Rs. 8,000 and to his 
wife Rs. 5,000. 

Ascertain his profit for the year ending 31st December, 1971. 
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, , — 1 - «• “•»” <'•"•*' ,! ’ M0 
> - J.'_ Rs 2 000 Fu.*mture). 

' ( 2 ) Hc haibrou^.addUion^i.al ofRs. 3,000 on.y 

Rs . 8,000 less Loan from wife Rs. 5,000). 

... n c 7 9 r\n durinc the year (/•£•* 

(3) He has withdrawn Rs. 7,200 aunng 

Rs. 600 for twelve months) 

(4) His closing capital can be ascertained- 

or (6) ( ^>y C 'us?ng^the ei R) r rnmla^*Capital t ^= > Asset^ 1 —Liabilities. Let us 
follow this formula to find out his capital.-------• 


Assets : . | l °^ ry Dc btors 

Furniture 
Cash at Bank 
Cash in Hand 
Bills Receivable 
Plant 


Rs. 

12.000 

10,000 

2,000 

3,000 

200 

1,800 

11,000 


40,000 


Less Liabilities : Sundry Creditors 
*Loan from wife 


8,000 

5,000 13.000 


Capital - Assets — Liabilities 


27.000 


SHR1 SHARMA 
Statement of Profit or Low 
For the year ending 31-12-1971 

Capital at »be end (31-12-1971) 

Add Back drawings during the year 


Less Additional capital during the year 

Adjusted closing capital 

Less Capital at the beginning (1-1-71) 

Profit subject to adjustments 

•Loan from wife is not additional capital. 



DIostrative Problem No. 3 (Capitals not known) 

From the following information given by Shri Kartikeyan, who 
keeps his books on Single Entry, ascertain his profit or Joss for the 
year ending 30th June, 1972 : 
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SINGLE BN TXT 

His position on 31st July , 1971 was as follows : < 

Cash in hand Rs. 200 ; Cash at Bank Rs. 2,800 ; Stock Li 
Rs. 10,000 ; Sundry Debtors Rs. 10,000 ; Fixtures and Fittings^, 
Rs. 3,000 ; Machinery Rs. 20,000 ; Sundry Creditors Rs. 18,000 
and Bills Payable Rs. 2,000. " 

His position on 30th June , 1972 was as under : 

Cash in hand Rs. 300 ; Cash at Bank Rs. 2,500 ; Sundry 
Debtors Rs. 13,500 ; Stock Rs. 15,000 ; Machinery Rs. 25,000 : 
Fixtures and Fittings Rs. 3,000 ; Sundry Creditors Rs. 24,000 
and Bills Payable Rs. 4,000. 


During the year, Shri Kartikeyan introduced Rs. 2,000 as 
further capital and withdrew Rs. 6,000 for domestic purposes. In 
addition he paid Rs. 500 for income tax and Rs. 500 to his son to 
pay his college fees. 

From the above, prepare a statement showing his profit or 
loss during the year assuming that he has depreciated fixtures and 
fittings at 10%. 

Solution and Notes : 

Two Statements of Affairs are to be prepared to arrive at the 
opening capital and closing capital. 

SHRI KARTIKEYAN 
STATEMENT OF AFFAIRS 
As on 1-7-1971 

(To find out Opening Capital) 


Liabilities 


Amount 


Sundry Creditors 

Bills Payable 

Capital (Balancing figure) 


Rs. 

18.C00 

2,000 

26,000 




Assets 

Amount 


Rs. 

Cash in Hand 

2C0 

Cash at Bank 

2,800 

Stock 

10,000 

Sundry Debtors 

10,000 

Fixtures and Fittings 

3.0C0 " 

Machinery 

20,000 

46,000 


STATEMENT OF AFFAIRS 
As on 30-6-1972 
(To find out Closing Capital) 


Liabilities 


Amount 


Assets 


Amount 


Sundry Creditors 

Bills Payable 

Capital ( Balancing figure ) 



Cash in Hand 
Cash at Bank 
Sundry Debtors 
Stock 
Machinery 
Fixtures & Fittings 


59.3C0 















SINGLE ENTRY 


SHRI KARTIKEYAN 

su ,emen. of Prom or 

For the year endmt30-6W__ 


<*s ss: 

Less Additional Capital 36,300 

„ 26,000 

(->-* 97, > -10.300 

‘’'I^S'epricia^in ^V"!?tings @ 10*/. 

Net Profit ----- ~ 

for paying college fees of his son. 

(/,) Aditional capital is Rs. 2.000 (given). 

Illustrative Problem No. 4 ^ Entry and 

Shri Shankaranand keeps bi^ b k ds . 

fallowing information is disclosed trom__—--- 

----- 31 - 12-70 31 - 12-71 

Particulars 


Rs. 

(Cr.) 

2.100 

Balance at Bank 15,000 

Stock in Trade 5 000 5.000 

Sundry Debtors 5 000 

Furniture 44.0 

S^nHand 25.000 27,000 

- 3 - oo ° 

Loan from Mr. Dayal _ 

Shri Shankaranand transferred^ Rs. 250 each^morUh 

first half year and Rs 200 e ^ ch “° a nking Account by way of draw- 
from the business to his private nau b daU ghter’s marriage 

*So”^rs•>» Sid. S°°“ 

■worth Rs. 1.000 for domestic purposes. f Dc < noo 


Rs. 

(Dr.) 

5,600 

20,000 

28,500 

5,000 

5,000 

44.0 

27,000 

500 

3,000 
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He wants his furniture to be a depreciated at 10% p.a. and a . 
Reserve for Doubtful Debts be created at 5% 

He had not paid two months’ salary to his clerk at the rate o. 
Rs. 150 p m. and two months’ rent of shop was outstanding amount¬ 
ing to Rs. 200. Commission earned but not received by him was 
Rs 2 400. 

Prepare a statement of profit or loss for the year ending 
31-12-71. 

Solution and Notes : 

(I) Instead of preparing two separate Statements of Affairs, 
they can be presented in the columnar form as under : 

SHRISHANKARANAND 
Statement of Affairs 



Liabilities 

31-12-70 

31-12-71 

Assets 

31-12-70 

31-12-11 

* 

1-1-71 

1-1-71 

Bank Overdraft 

2,100 

_ 

Cash in Hand 

ICO 

400 

Sundry Creditors 

25,000 

27.000 

Cash at Bank 

— 

5,600 

Bills Payable 

1,000 

500 

Stock in Trade 

15,000 

20.000 

Loan from Mr. 



Sundry Debtors 


28.500 

Dayal 

_ 

3,000 

Furniture 

5,000 

5,000 

Capital (Balancing 



Investments 

5.000 

5,000 

figure) 

27,000 

34.000 

| 




"55.100 

64,500 

•I 

1 

•> 

55.100 

CEEo 


SHRI SHANKARANAND 


Statements of Profit or Low 

For the year ending 31-12-1971 


Capital as on 31-12-1971 Closing 

Add Drawings during the period 

m 

Ra. 


43.700 


Less Additional Capital 

—7,5001 


Adjusted Closing Capital 

Less Capital as on 31-12-70/1-1-71 

36,200 

27,000 

9,200 

Profit Sabject to Adjustments 

Less : Depreciation on Furniture 1U£ 

Reserve for Doubtful Debts 5% 

Outstanding Salaries 

Outstanding Rent 

500 

1.425 

300 

200 

-2,425 



6,775 

Add : Commission earned but not received 


2,400 

> 'P-ofil 


9,175 
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SINGLE ENTRY delude. (i) R s . 1,500 

Notes: ‘Drawings • ’ rate of Rs. 250 per month, 

withdrawn during the first h^ Y ^ half ycar at the rate of 

(«) R, 1,200 withdrawn for daughter . s marriage, («) 

»«- and M ''°° 

f ” m ° rE “ d ’' . . R . , ,00 inelode. W RS ' 

+ ^Tu, of Lottery amonn. and W *" 3 . 500 

b ™' ,gh ‘ “.r—— 

b „„gh. o«. Statement of A®i» »M> 

After a*ertaining the * *“* 

„«—«* - »' ’ 

SHR1SHANKARANAND 
(RM „ SU.em.ot of Affairs (With Adjustment.) 
on 51-12-1971 


Liabilities 


Capital (1-1*70 
Add Additional 
Capital 

Addict profit 

Less Drawings 

Sundry Creditors 
Bills Payable 
Loan from Mr. 
Dayal 

Outstanding Crs. 
Salaries 
Rent 


Amount 
Rs. Rs. 


27,000 

7,500 


34.500 

9.175 

43,675 

—9,700 


Assets 


Furniture 
Less Depr. 

Investment 

Sundry Debtors 
Less R.D.D. 5°/ 


33 975 Stock in Trade 
Cash at Bank 
27,000 Cash in Hand 
500 Commission 

earned but 

3 000 not received 


Amount 

Rs. 


5,000 

-500 

4,500 

5,000 

28.500 

—1,425 27,075 

20,000 

5,600 

400 


2,400 


64,975 


64,975 


ILLUSTRATIVE PROBLEM NO. S. (Showing ne, loss) 

Kedarn.th keep, hi, book, by Single Enhy. He gwe.. ** 

following information from which yon™»l<««‘“ tod 

profit or lo« for the year ending 31* Oct., 1972 . 
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Assets and Liabilities 


1-11-71 31-10-1972 


Bank Balance 
Cash in Hand 
Sundry Debtors 
Sundry Creditors 
Stock of Goods 
Plant 

Furniture 


Rs. 
(Cr.) 560 
10 
4,500 
2,650 
2,700 
4.000 
1,000 


Rs. 
(Dr.) 350 
50 
3,600 
3,000 
2,900 
4,000 
1,000 


Kedamath had withdrawn Rs. 2,000 during the year and had 
introduced fresh capital of Rs. 4,200 on 1st July, 1972. A provision 
of 5% on Sundry Debtors is necessary. Write ofT depreciation on 
plant at 10% and Furniture at 15%. Interest, on capital is to be 
allowed at 5% p.a. 

Solution and Notes : 

KEOARNATH 
Statement of Affairs 

(In Columnar Form)_ 


Liabilities 


Bank Overdraft 
Sundry Creditors 
Capital (Balancing 
figure) 


1-11-71 31-10-72 


Rs. 

560 

2,650 

9,000 


Rs. 

3,000 

8.900 


Assets 


Cash in Hand 
Bank Balance 
Sundry Debtors 
Stock of Goods 

Furniture 

Plant 


1-11-71 31-10-72 


4,500 

2,700 

1,000 

4,000 


Rs. 

50 

350 

3,600 

2,900 

1,0C0 

4,000 


12,210 11,900 1 

= = ««= = 3==»1 __ _ _ 

KEDARNATH 
Statement of Profit or Loss 
For the year ending 31-10-1972 


12,210 11,900 


Capital as on 11-10-1972 (closing) 

Add Drawing, during the year 

Less Additional Capital 

Adjusted Closing Capital . 

} Less Capital as on 1-11-1971 (opening) 

Loss (Since Opening Capital Is|more) 

Add Reserve for Doubtful Debts 
Depreciation on Plant 1% 
Depreciation on Furniture 15/i 
•Interest on Capital @ 5% 


Rs. 

8,900 

2,000 

Rs. 

10,900 

4,200 


6,700 

9,000 


180 

400 

150 

520 

2,300 

1,250 


3,550 
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• 1. Interest on Capital @ 5% 

(a) On Rs. 9,000 for one year 
\b) On Rs. 4,200 for four months 


- Rs. 450 
= Rs. 70 

Total Rs. 520 


2. opening Capital is more «han the Closing Capita 
difference is loss. 


Hence the 


3 

mentioned in the above illustration. 

HXUSTRATIVE PROBLEM N<*6 were , n partnership> and towards 

, q?I mo't ASA. and records were destroyed by a 

the end of 1971 mo .19-1971 was as follows : 


Ill L. i nu »^«**—*- — 

Liabilities 

Rs. 

Assets 

Rs. 

Creditors 

Capitals : 

Amiss 

Black 

Cuniss 

Rs. 

4.500 
3,000 

1.500 

5,500 

9,000 

Cash 

Debtors 

Stock 

Machinery 

Fixtures & Fittings 

Advance Payments 

2,400 

3.600 

6,500 

1,440 

600 

35 

Current Accounts : 
Amiss 

Black 

145 

100 

245 

Current Accounts : 

Cuniss 

170 






———— 



14,745 



14,745 


The partners’ drawings during. 1971. have been proved at, 
Amiss-Rs. 1,400, Black-Rs. 1,000 and Camss-Rs. 650. 

On 31-12-1971, Cash was Rs. 3,200, Debtors Rs. 4,025, Stock 
Rs. 5,900, Advance Payaments Rs. 25, and Creditors Rs. 6,040. 

Machinery is to be depreciated 10% P-a. and Fixtures an 
Fittings at 7J%. 5% interest is to be allowed on capitals. The 
partners share profits in the ratio of 3 : 2 : 1. 

You are required— 

(а) to show the net profit and its division during 1971, and 

(б) to prepare Balance Sheet as on 31-12-1971. 


'Solvation and Notes : 

Note that the capitals are fixed. Therefore, the net profit or 
loss is the difference between the total of Current Accounts at the 
beginning and at the close. 

We will get the total or combined current account balance at 
the end. With this the profit or loss is to be calculated. Then, 
while preparing the Balance Sheet, the adjustments for interest on 
capital, drawings and net profit or loss should be made in the current 
account of each partner. 



14 


Statement of Affairs 

As on 31st December, 1971 


SINGLE ENTRY 


Liabilities 

Rs. 

Assets 

Rs. 

Creditors 

Capital (Combined) 

Current Accounts -Combmea 
(Balancing figure) 

6,040 

9,000 

150 

Cash 

Debtors 

Stock 

Machinery 

Fixtures & Fittings 

Advance Payments 

3,200 

4,025 

5,900 

1,440 

600 

25 

15,190 

15,190 


Statements of Profit and Loss 


For the year ending 31-12-1971 


Total of Current Accounts Balance at the close : 
Add Drawings during the year , 

Amiss 

Black 

Cuniss 


Rs. 

1,400 

1,000 

650 


Actual Capital in the business 

Less Total of opening Current A/cs : (Amiss. 145 + 
Black, 100 —Cuniss, 170) 

Gross Profit daring the year ^ iqo/ 

Less : Depreciation : on Machinery * /© 

K on Furniture @ It A 

Interest on Capital @ 5% 

Amiss 

Black 

Cuniss 


Net Profit 

Transferred to Current 

Black 1/3 
Cuniss 1/6 


Cr. Rs. 
150 







SINGLE ENTRY 
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Balance Sheet as on 31st December, 1971 


Liabilities 

Rs. 

Rs. 

Assets 

-- 

Rs. 

Rs. 

Creditors 

Capital : 

Amiss 

Black 

Cuniss 

H 

6,040 

9,000 

Cash 

Debtors 

Stock 

Machinery 

Less Depr. 

1,440 

144 

3,200 

4,025 

5,900 

1,296 

Current Ales. 

Amiss : 

145 

225 

1,243 


Fixtures & Fittings 
Less Depr. 

600 

45 

555 

Balance 

Add Interest 
on capital 

,, P' ofil 


Advance Payment 
Current A/c : 

Cuniss : 

Balance 

Add Drawings 

170 

25 


1,613 

1,400 


650 


Less Drawings 

Z1 3 




Black : 

Balance 

Add Interest on 

100 

150 

829 


Less Interest on : 
Capital 75 

Profit 414 

H 

331- 

Capital 

Profit 





Less Drawings 

1,079 

1,000 

79 


- 

1 






I 



15,332 



| 15,332 


Debit Balances of Capital Accounts or Current Accounts 


When capital comparison is made, favourable position of the 
proprietor indicates profit and unfavourable position a loss. 

Favourable Position of the Proprietor will be, when 

(а) The Closing Credit Balance is more than Opening Credit 
Balance. 

(б) The Closing Debit Balance is less than the Opening Debit 
Balance. 

(c) The Opening Debit Balance is turned into Closing Credit 
Balance. 

Unfavourable Position will be, when 

(a) The Closing Credit Balance is less than the Opening Credit 
Balance. 

(b) The Closing Debit Balance i-: more than the Opening Debit 
Balance. 

(c) The Opening Credit Balance is turned into Closing Debit 
Balance. 
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SINGLE ENTRY 

Alternative Method of Ascertaining Profit or Loss under 
Capital Comparison Method 

The profit or loss under Capital Comparison Method can be 
^ascertained very easily and without confusion, by opening the Capital 
Account and making the necessary entries therein for additional 
capital and drawings. 



In preparing such a Capital Account, we know the opening as 
well as Closing Capitals which should be properly placed. Drawings 
and Additional Capitals should also be recorded as usual. Then 
the debit and credit sides should be totalled (on a separate sheet of 
paper). If the credit side is heavier, the balancing figure appears 
on the debit side which will be a loss. On the other hand, if the 
debit side is heavier, the balancing figure will be on the credit side 
and it shows a profit. Of course, this profit or loss is subject to any 
other adjustments. 


ILLUSTRATIVE PROBLEM NO. 7 

Mr. Prakash has kept his books on Single Entry. His capital 
on 1-1-1970 was Rs. 5,000 and drawings during the year 1970 amount¬ 
ed to Rs. 2,700. On 31-12-1970 he had a capital of Rs. 3,500. 
Show his profit or loss for 1970. 

Solution : 


Dr. Prakasb's Capital Account Cr. 


31-12-70 

To Drawings 
,, Balance c/d (Closing 

Capital ) 

Rs. 

2.700 

3,500 

1-1-70 

By Balance b/d 

31-12-70 

„ Profit (Balancing figure) 

Rs. 

5,000 

1,200 


6.200 


6,200 



1-1-71 

,, Balance b/d 

3,500 


ILLUSTRATIVE PROBLEM NO. 8 


Continuing the above example find out the profit or loss sup¬ 
posing Mr. Prakash invested additional capital of Rs. 1,500 during 
the year 1971 and his drawings were Rs.-2,500, but on 31-12-1971 
he had a debit balance of Rs. 1,100. What is the profit or loss of 
his business ? 






SINGLB ENTRY 
Solution : 


Prakash’s Capital Account 


T 7 


Cr. 


Dr. --- 

Rs. 

1-1-71 

Rs. 

31-12-71 

2,500 

By Balance b/d 

3 500 

To Drawings 

31-12-71 

Loss 

” (Balancing figure) 

4,000 

By Cash 

( Additional Capital ) 

,, Balance c/d 
(Closing Capital) 

1,500 

1,500 


6,5001 

6,500 

Balance b/d 

1,500 




If the profit is to be ascertained by preparing final accounts, 

.. n i s essential to convert the Single Entry records into Double 
Fntrv records. For instance, if a businessman has kept the “Cash 
Rnnk ” posting to respective ledger account must be made therefrom. 
Fen if no records are kept in respect of some transactions, such 
transactions must be journalised and posted. In fact, conversion of 
Single Entry into Double Entry involves the complete process of 
inurnalising, posting, balancing and preparation of trial balance. 
Though this may be possible and also practicable theoretically, in 
actual business, certainly it is not practicable from examination point 
of view, and, therefore, not advisable. 

Under such circumstances, instead of wasting time in the 
lengthy process of conversion Final Accounts are to be prepared 
directly with whatever information available. In other words, 
instead of preparing final accounts with the help of trial 
balance as usual, they are to be prepared with the scattered 
information which is equivalent to Trial Balance. If such 
information is inadequate or missing, it should be got first (by pre¬ 
paring necessary ledger accounts) before preparing final accounts. 

Sources of Information 

Such scattered information can be had from the following three 
sources : 

(1) Cash Transactions or Cash Book Information. 

(2) Opening Balances of Personal and Real Accounts. 

(3) Other Information such as Closing Balances and adjust-, 
ments, information regarding Debtors, Creditors, etc. 

Thus conversion of Single Entry into Double Entry is nothing 
hut preparation ?f Final Accounts with Trial Balance whether actually 
prepared or not. 


SINGLE ENTRY 


How to Search for Required Information ? 


Final Accounts 


(A) Trading 
Account 
(Debit side) 



(1) Opening Stock 


(2) Purchases 

Cash Purchases 


Credit Purchases 


(3) Buying Expends 
Such as Frieght x 
Carriage, Octroi, 
Duty, etc. 


(4) Manufacturing 
Expenses 


(5) Purchases Returns 
(to be deducted 
from purchases) 


Where to find out 


Opening Statement of Affairs 


Payments side of Cash Book 

(a) Other Information ; or 

( b ) Total Creditors* Account 


Payment side of Cash Book and/or 
Adjustments 


Payment side of Cash Book and/or 
Adjustments 

Other Information (that is, infor¬ 
mation other »han what is given in 
Statement of Affairs and Cash 
Siatcment) 


(B) Trading 
Account 
(Credit side) 


(I) Sales . 

(/) Cash Sales 
(//) Credit Sales 


(2) Sales Returns 

(to be deducted from 
Sales) 


(3) Closing Stock 


if) Receip* side of Cash Transaction 
(//) (a) Other Informations, or 
(6) Total Debtors’ Account 


Other Information 


Other Information or Closing 
Balances 


(O P. & L. 
Account 
(Debit side) 


(D) P. & L. 
Account 
(Credit side) 


(o) Administrative Exp. 
(h) Selling Exps. 

(c) Distribution Exps. 

(d) Other Expenses such 
as Discount, Bad 
Debts, etc. 

(e) Depreciation 


(a) Gross Profit 


(b) Income Received 


Payment side of Cash Book ; 
Adjustments and from other 
information 


Total Debtors* Account and/or 
other information 


Comparison of Opening & Closing 
value of assets 


•From Trading Account 


Receipts side of Cash Transactions 


(c) Income Receivable From Adjustments 
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(E) R* UDCC 

S5&» 

(|) Cash in Hand and 
Bank Balance 

From Receipt side of Cash Book 
or Opening Statement of Affairs 

(2) Sundry Debtors and 
Bills Receivable 

(a) From Closing Balances given 
or other inlormation or 

(b) By preparing Debtors A/c and 

Bills Receivable A/c 

(3) Fixed Assets 
Buildings, Machi¬ 
nery, etc. 

From Opening Statement of Affairs 

And Additions to 
them 

Cash Book - Payment side 

(4) Other Assets 

From other Information or Closing 
Balance 

SS" 4 

(Liabilities) 

(1) Bank Overdraft 

Cash Book 

(2) Sundry Creditors 
and Bills Payable 

(a) From Closing balances given 
or o her information or 

(b) by preparing Creditors and 

Bills Payable Account 

(3) Outstanding Credi¬ 
tors 

From Opening Statement of Affairs 
and from Adjustments 

(G) B/S 

1 (Capital) 

Opening Capital 

From Opening Statement of Affairs 
or from other information 

Additional Capital 

From Receipt side of Ca.'h Book 

Net Profit or Net Loss 

From P. & L. Account 

Drawings (to be deduct¬ 
ed from Capital) 

Payment side of Cash Book 

Interest on Capital and 
Drawin s 

From Other Information 


Finding Out Missing Information such as *. 

(a) Credit Sales or Closing Debtors ; 

( b) Credit Purchases or Closing Creditors ; 

(c) Bills Receivable and Bills Payable ; 

(d) Cash and Bank Balances , either at the b<ginning or at the end 

and 

(e) Opening Capital etc. 

{a) Finding Out Credit Sales or Closing Debtors 

A Total Debtors Account is to be prepared to find out either 
the missing Credit Sales or Closing Balance of Debtors 
(sometimes opening balance also) in the following manner : 
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SINGLE 


Total Debtors’ Account 


To Opening Balance of Debtors 

„ Credit Sales if given (if not given 
balancing figure is Credit Sales) 

„ Bills Receivable dishonoured 


By Cash Received from Debtors 
„ Bills Receivable received 
,, Discount Allowed 
„ Returns Inwards 
,, Bad Debts 
,, Transfers to Creditors 
„ Balance (Closing) (either given or 
balancing figure) 


BNTK» 

Cr. 


Notes. Either Credit Sales or Closing Debtors (and not both) 
will be missing. 

(6) Finding out Credit Purchases or Closing Creditors 

Total Creditors Account is to be prepared in the same manner 
as Total Debtors Account, to ascertain either Credit Purchasers or 
Closing Balance of Creditors. 

Dr. Total Creditors' Account Cr. 


To Cash Paid to Creditors 
„ Bills Payable Accepted 
„ Discount Received 
,, Returns Outwards 
„ Transfers from Debtors 
,, Closing Balance of Creditors 
(cither given or balancing figure) 


By Opening Balance of Creditors 

„ Credit Purchases (either given or 
balancing figure) 

,, Bills Payable Dishonoured 


(c) Finding out Bills Receivable and Payable Balances 

Bills Receivable and Bills Payable Accounts are to be prepared 
to find out closing balances of Bills Receivable and Payable. 


Bills Receivable Account 


To Opening Balance (if given) 

„ Sundry Debtors (Bills Received 
” from Debtors, if given) 


By Cash Received (on presentation of 
Bills) 

„ Sundry Debtors (Bills Returned 
Dishonoured) 

,» Closing Balance 


Bills Payable Account 


To Cash Paid (on account of Bills By Opening Balance 

Sundry Creditors (Bills Payable „ Sundry Creditors (Bills Accepted in 

” Dishonoured) their favour) 

„ Closing Balance 

(d) Finding out Cash and Bank Balances 

A Receipt and Payment Account should be prepared (in colu¬ 
mnar form, if necessary) to ascertain either opening or closing 
balances of Cash in Hand and with Bank. Sometimes opening cash 
balance is not given expressly, which should be taken from opening 
Statement of Affairs. 
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SINGLE ENTRY 

, e , finding out Opening Capital 

K ' nrv-nine Statement of Affairs or Opening Balance Sheet 

A" Spared to ascertain opening balance of capital, without 
should be P H Balancc sheet cannot he prepared. 


illustrative problem NO. 8 

c . • Raiendra has kept his books of accounts on Single Entry, 
following details prepare Trading and Profit and Loss 
From the * ending 31-12-1971 and Balance Sheet as on that 


date : 


(A) B.lance Sheet (Opening) as on 1-1-71 


(/»/ — 

Rs. 


Rs. 

Capi* al 

22.000 

Machinery 

7.000 

Bills Receivable 

2.000 

2,000 

Sundry Debtors 

6.000 

Creditors 

Stock 

5.000 

Bills Payable 

1.000 

Bank Balance 

Cash on Hand 

4 ,000 
1 000 


25.000 


25.000 


(B) Summary of Cash Transactions for the year 


- 

Receipts 

Amount 

Payments 

Amount 

Balance b/d 

Bank (Withdrawn) 

Capital (1-7-1971) 

Received from Sundry 

Debtors 

Cash Sales 

Bills Receivable 

Misc. Income 

Rs. 

1.000 

1,000 

3,000 

12,000 

2.000 

2,500 

400 

Payments to creditors 

Machinery (1-10-71) 

Bills Payable 

Drawings 

Bank (Deposited) 

Freight, Cartage 

Wages and Salary 

Rent, Rates, Taxes 

Office Expenses 

Balance c/d 

Rs. 
10,COO 
600 
1,000 
1,000 
3,000 
500 
3,000 
200 
700 
1,900 


21,900 


21,900* 


(G) Other Information as on 31-^2-1971 


(i) Sundry Debtors Rs. 8,000 ; Sundry Creditors Rs. 4,000 ; 
Stock Rs. 5,000 ; Bills Receivable Rs. 3,000 ; Bills Payable 
Rs. 2,000. 


(n) Purchases Rs. 14,000 and Sales Rs. 17,500. 

(in) Allow interest on Capital at 5% p.a. and Depreciate 
Machinery by 10% p.a. 
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Solution and Notes : 


SINGLE ENTRY 


Instead of providing all nece'sary information through a Tiial 
Balance, the same is provided in a scattered form. The student has 
to gather that information and present it through Trading, Profit and 
Loss Account and Balance Sheet in the usual manner. No in forma - 
Ho* is missing in this problem. 

SHRI RAJENDRA 
Trading Account 

Dr. For th<rycar ending 31-12-1971 Cr. 



To Opening Stock 
To Purchases (Credit) 
To Freight & Carriage 
To Wages & Salary 
To Gross Profit 


Rs 


Rs. 

5,0-0 

By Sales (Cash & Credit) 

19.500 

14 "00 
500 
3.000 

Ey Closing Stock 

5,000 

2,00? 



24.5? 0 


24,500 


Note : (t) Opening Stock is taken 

Sheet. 


fr^m opening Balance 


(*0 Purchases from other information. 

0*0 Freight and Carriage, Wages & Salary from Cash 
Transactions. 

(i» Sales from Cash Receipts and also from other in¬ 
formation. 


(v) Closing Stock from other information. 

SHRI RAJENDRA 
Profit rnd Loss Account 

Dr. For the year ending 31-12-1971 Cr. 



Rs. 


Rs. 

To Rent, Rates & Taxes 

200 

By Gross Profit 

2,000 

,, Office Expenses 

700 

„ Misc. Income 

400 

,, Interest on Capital 
,, Depreciation on 

1,175 

„ Net Loss 


Machinery 

715 

2,790 


7,790 




== = = = 


Notes : (<) Rent, Rates, Taxes, OfTicc Expenses and Misc. 

Income aic taken from Cash Transactions. 


(it) Interest on capital is calculated at 5% on original 
capital of Rs. 22,000 for complete year (Rs. 1,100) 
and on additional capital of Rs.3,C00 for six months 
(Rs. 75). 

(Hi) Depreciation on Machinery is at 10% on Rs. 7,000 
for full vear (Rs. 700) and on Rs. 600 for 3 months 
(Rs. 15). 






SINGLE ENTRY 


SHRl RAJENDRA 
“Balance Sheet as on 31-12-1971 
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Liabilities 

Rs. 

Amount 

Rs. 

Assets 

Rs. 

Amount 

Rs. 

Add Interest 

22.000 


Machinery (1-1-71) 
Machinery (1-10-71) 

7.000 

600 


3.000 

1.175 


Less Depreciation 

7,600 

715 

6,835 


26,175 

1,000 




Less Drawings 


Bills Receivable 

Sundry Debtors 

Stock 

Bank Balance 

Cash Balance 


3.C00 

8.000 

less Net Loss 

~25,175 
390 

24,735 


5,000 

*6.000 

1,900 

Sundry Creditors 

Bills Payable 


4.000 

2.000 




30,785 

• 


j 30,785 

! 


Notes : Some information, though given in the Cash Transac¬ 
tions is not related to preparation of Trading, Profit and Loss 
Amount or Balance Sheet. Hence not taken into consideration {e.g. t 
Cash Received from Drs. or B/R). 

ILLUSTRATIVE PROBLEM NO. 9 (Credit Purchases, Credit Sales . Capital 


Ahmed did not keep proper books of accounts. However, he 
gives you the following information relating to 1971 : 


Particulars 

1-1-1971 

Rs. 

31-12-1971 

Rs. 

Cash at Bank 

Stock 

Sundry Debtors 

Michinery 

Sundry Creditors 

... • • • 

... ••• 

... ••• 

••• 

••• ••• 

2,000 

30.000 

25.000 

40.000 

20,000 

3.60. > 
26.(00 
29.0C0 
40,000 
18,500 

--- 


Summary of Cash Transactions 


Receipts 

Rs. j Payments 

!--—- - 

Rs. 

Balance bid 

Received from Drs. 

Cash Sales 

Sale of Old Newspapers 

Loan from Mrs. Ahmed 
(@ 6% on 1-7-1971) 

2,000 

86.500 

4.200 

200 

2.00C 

Payments to Crs. 

Wages 

Salaries and Exps. 

Buildings Purchased 

Drawings 

Ba/arce dd 

55,000 
10,100 
6,600 
15,000 
4,600 
3,6'0 

94,900 

94,900 
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SINGLE ENTRY 

Adjustments : (t) During the year Rs. 500 had to be written 
off as bad, (it) Machinery was to be depreciated @ 15%, and 

(tit) Expenses owing were Rs. 800. 

Prepare Ahmed’s Trading and Profit and Loss Account for 
I the year ending 31-12-1971 and Balance Sheet as on that date. 


Solution and Notes : 

Credit Purchases and Credit Sales aic not given in this pi o- 
blem. Therefore, Trading Account cannot be prepared without ascer- 
taining these two missing items. Therefore, let us prepare : (1) Total 
Creditors Account to find out Credit Purchases , and (2) Total 
Debtors Account to ascertain Credit Sales. 


TOTAL CREDITORS ACCOUNT 

Dr. (To find out Credit Purchases) Cr. 


To Cash Paid 


Rs. 

55,000 

By Opening Balance 

Rs. 

20,000 

„ Closing Balance 
(given figure) 


18,500 

,, Purchases (Balancing 
Figure ) 

53,500 



73,500 


73,500 

Dr. 

TOTAL DEBTORS ACCOUNT 
(To find out Credit Sales) 

Cr. 

To Opening Balance 
„ Sales (Balancing figure) 

Rs. 

25,000 

91,000 

By Cash Received 
„ Bad Debts 

Closing (Balance (given 
figures ) 

Rs. 

86,500 

500 

29,000 



1,16,000 


1,16,000 


MR. AHMED 
Trading Account 







SI hole entry 
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MR. AHMED 

Profit and Loss Account 
For the year ending 31-12-1971 


To Salaries & Exps. 
Add Exps. Owing 

Interest on Loan 
® 6 % P-a. 

Bad Debts 
Depreciation 
I. Net Profit 


Rs. 

6,600 

800 


7,400 


60 

500 

6,000 

13,840 

27,800 


By Gross Profit 

Sales of Old 
Newspapers 


Rs. 

27,600 


27,800 


" |ance Sheet as on 31-12 1971 cannot be P^ rcd 
ascertaining the capital at the begmmng. Hence 
opening capital by using the following formula-*.*., 

Capital - Asset. Less Liabilities or by preparing the Balance 

Sheet as on 1-1-1971. ___:- 


Assets as on 1-1-1971 
Cash at Bank 
Stock 

Sundry Debtors 
Machinery 

tea Liabilities as on 1-1-1971-Sundry Creditors 

Capital as on 1-1-1971 


2.000 

30,000 

25,000 

40,000 

97,000 

20,000 

77,000 


Capital (1-1-71) 
Add Net Profit 

Less Drawings 

Sundry Creditors 
Loan from Mrs. 
Ahmed 

Interest on loan 
Expenses owing 


MR. AHMED 

Balance Sheet as on 31-12-1971 


Rs. 

77,000 

13.840 

90.840 
4,600 


Buildings 

Machinery 
Less Dep. 

86,240 Sundry Debtors 
Stock 

18,500 Cash at Bank 

2,000 

60 

800 

1,07,600 


40,000 

6,000 


Rs. 

15,000 

34,000 

29,000 

26,000 

3.600 


1,07,600 
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ILLUSTRATIVE PROBLEM NO. 

BIP missing) 


SINGLE EN1R1 
10 (Closing Debtors , Creditors , B/R and 


Shri Sunil Kumar keeps his books on Single Entry System* 
He gives below : 

(а) Balance Sheet as on 1-1-1970 ; 

(б) Cash Transactions for the year ending 31-12-1970 ; and 
(c) Summary of other transactions. 

(a) Balance Sheet as on 1-1-1970 



Rs. 


Rs 

Sundr> Creditors 

18,000 

Sundry Debtors 


Bills Payable 

1.S0G 

Slock 


Sunil Kumar's Capital 

44.7C0 

Plant 

20,100 


Building 

16,000 



Cash 

1,0(0 



Bills Receivable 

500 



Furniture 



64,500 


64,500 


(6) Summary of Cash Transactions 


Opening Balance 

Rs. 

1,000 

Bills Payable 

Rs. 

1 ,coo 

Received from Debtors 

30,200 

Paid to Creditors 

17,800 

Cash Sales 

10,000 

Cash Purchases 

2.010 

Bills Receivable 

300 

Office Expenses 

1.500 



Wages 

Carriage Inwards 

Duty & Octroi 

Salaries 

Printing 

Drawings 

Balance (Olesing) 

5.000 

1.500 
500 
l.2»0 
800 
8.000 
| 2,2(0 


41,500 


; 41,500 

t 0 S3 S5 —' 


(c) Other Particulars 

Rs. 


Rs. 

Credit Sales 

45,500 

Returns Outwards 

500 

Discount .Allowed 

500 

Bills Receivable Received 

700 

Credit purchases 

20,000 

Bad Debts 

400 

Discount Received 

1,000 

Bills Payable Accepted 

2,000 

Retnrns Inwards 

600 

Stock as on 31-12-1970 

20,500 


'Provide 5% Reserve for Doubtful Debts, Depreciate Plant and 
Furniture by 10% and Buildings by 5%. 


You are requested to prepare Trading and Profit and Loss 
Account for the year ending 31-12-1970 and Balance Sheet as on 
that date. 









SINGLE ENTRY 
Solution and Notes : 


To Opening Stock 

purchases: 

” cash Purchases 
Credit Purchases 

Less Returns 

, Wages 
” Duty, Octroi 
„ Carriage In. 

M Gross Profit 


SHRl SUNIL KUMAR 
Trading Account 
For the year ending 31-12-1970 


. 2,000 
20.000 


15 By gLhLues 

Credit Sales 


*38 21.500 

5,000 

500 

1,500 

31,900 

~75,400 


Less Returns 
„ Closing Stock 


3 ® 

54,900 
I 20,500 


75,400 


To Salaries 
„ Office Expenses 
„ Printing 
Discount 
, Bad Debts 
M Depreciation : 

* on Plant 

on Furniture 
on Buildings 

„ *R.D.D. 

.. Net Profit 


Profit and Loss Account 
For the year ending 31-12-1970 


1 ?00 I By Gross Profit 
1,500 I .. Discount 


2,000 

200 

800 


3.000 | 

1,155 

24,345 

32,900 


Rs. 

31,900 

1,000 


32.900 


gg£rt£Si£& a aria's 

5% Reserve on Debtors. 


PPA-11/17 
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SINGLE ENTRY 


Balance Sheet as on 31-12-1970 


Liabilities 

Rs. 

Amount 

Rs. 

Assets 

Rs. 1 
1 

Amount 

Rs. 

Capital (1-1-70) 

Add Net Profit 

44,700 

24,345 


Buildings 

Less Dep. 

16,000 

800 

15,200 

Less Drawings 

69,045 

8,000 

61.045 

Plant 

Less Dep. 

20,000 

2,000 

1 

18,000 

Sundry Creditors* 

Bills Payable* 


16,700 

2,800 

Furniture 

Less Dep. 

2,000 

200 

' 1,800 




Sundry Debtors* 

Less R D D. 

23,100 

1,155 

21,945 




Bills Receivable* 
Stock 

Cash in Hand 


900 

20,500 

1 2,200 



80,545 



80,545 


ounary ueotors. Sundry Creditors, Bills Payable and 
Kcccivable are missing which arc to be found out by preparing these accounts. 

Total Debtors Account 

l(To find out Closing Debtors) Cr. 


Dr. 


To Opening Balance 
»» Credit tales (given) 


Rs. 


Rs 

10.C00 

By Cash Received 

30,200 

45,500 

„ Bills Received 

700 


„ Discount Allowed 

500 


>. Returns Inwards 

600 


„ Bad Debts 

400 


,, Closing Balance 



(Balancing Figure ) 

23,100 

*5,500 


55,500 

“““ — 




Total Creditors Account 

(To find out Closing Creditors) Cr. 


To Cash Paid 
„ Bills Payable 
„ Discount Received 
,, Returns G^^ards 

Closing SA/dnce 
' (Balancin%T\fure) 

Rs. 

17,800 

2,000 

1,020 

500 

. 16,700 

By Opening Balance 
„ Credit Purchases (given) 

a* 

Rs. 

.18,000 

20,000 


38,Oflflf 


§S 

if 

r 
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Bills Receivable Account . 

(To find out closing balance of B/R) 


To Opening Balance 
„ Sundry Debtors 
” (Bills Received) 


500 By Cash Received 
„ Closing Balance 
700 (Balancing Figure) 

1,200 


1,200 


ro Cash Paid 
„ Closing Balance 
(Balancing Figure ) 


Bills Payable Account 
(To find out closing balance of B/P) 


1,000 By Opening Balance 
„ Sundry Creditors 
2 800 (Bills Accepted) 


3,800 


Rs. 

1,800 

2,000 

3,800 


ILLUSTRATIVE problem no. 11 

Vasant carries on cloth business. He has no knowledge of 
Double Entry accounting. He banks all receipts and makes all 
payments only by means of cheques He maintains P ro P"'y a ^ 
Rank Debtors* Ledger and Creditors Ledger. He also makes 
a proper record of the assets and liabilities at the dose of every 
accounting year. From such records, following facts arc collected 

for 1971 : 


1 Receipts for the year ended 31-12-1971 

From Sundry Debtors 
Cash Sales 

Paid in by Vasant, the Proprietor 


Rs. 

17,625 

4,125 

2,500 


Payments made daring the year 

New Machinery Purchased 

Wages 

Interest Paid 

Rent 

Sundry Expenses 

Paid to Sundry Creditors 

Drawings 

Salaries 

Telephone 

Light and Power 


625 

6,725 

75 

1,200 

2.125 
7,625 
1,500 

1.125 
125 
475 



SINGLE ENTtV 


Assets and Liabilities As on 31-12-1970 

Sundry Creditors 2 525 2 400 ^ 

Sundry Debtors 3,750 6,I ? 25 ' 

St a ol A “° UDt 6,256 3,.25 

Machinery 7,500 7,315 

There was no sale of machinery during the year 1971. 

From the above data prepare Trading and Profit and Loss 

£rs?d£: ,he "“ u “ 8 3 * ■ ” **235 

Solution and Notes : 

(1) Credit Purchases and Credit Sales are to be ascertained 
by preparing Total Creditors and Total Debtors Accounts. 

(2) Opening Capital is to be found out by prepring Opening 
Balance Sheet. 

(3) Closing Bank Balance is to be traced out by prepring 
Bank Accpunt. 

(4) Depreciation on Machinery is to be known by writing 
Machinery Account. 

n _ Total Creditors Account Clr. 


31-12-1971 

2,400 

6.125 
? 

3.125 
7,315 


i 


To Bank (Paid to Crs.) 
„ Closing Balance 


Rs. 

7,625 

2,400 

By Opening Balance 
,, Cndit Purchases 
(Balancing Figure) 

• 

10,0251 

l 


Rs. 

2,525 

7,500 
10,025 * 


To Opening Balance 

„ Credit Sales 

(Balancing Figure ) 


Sundry Creditors 
Capital (1-1-1971) 
(Balancing Figure ) 


Total Debtors Aceoant _ 

Rs. 

3 750 By Bank (Received from 
Debtors) 

20,000 „ Closing Balance 

23,75<r 


Opening Ba lance Sheet _._ 

Rs 

2.525 Bank 
Stock 

15,600 Sundry Debtors 
Machinery 

18.125 


17,625 

6,125 

23,750 


Rs. 

625 

6.250 

3,750 

7,500 


18,125 





Bank Account 


% o sro, 

” Cash Sales 

•’ paid in by Proprietor 


Rs. . 

625 I By New Machinery 
17,625 I ,, Wages 
4,125 I Interest paid 
2,500 1 „ Rent 

„ Sundry Expenses 
„ Paid to Sundry Crs. 
„ Drawings 
„ Salaries 


.. Telephone 


„ Closing 


net 

figure) 


i Ji™. 
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Cr. 


Rs. 

625 

6,725 

75 

1,200 

2.125 
7,625 
1,500 

1.125 
125 
475 

3,27* 


24,875 


Dr. 


Machinery Aec« 


Cr. 



o Opening Stock 

, purchases—Credit 

' Lighfand Power 

„ Gross Profit 


To Salaries 

Sundry Expenses 
Rent 
Interest 

Depreciation on 
Machinery 
Net Profit 


»» 

»» 

»» 

»» 


»» 


Rs. 

6,250 

7,500 

6,725 

475 

6,300 

27^250 

"7:s 

2,125 

1,200 

75 

810 

840 

6,300 


By Sales : 
Cash 
Credit 


4,125 

20,000 


Closing Stock 


Gross Profit 


Rs. 

24,125 
3,125 
27,250 
' 6,300 


6,300 
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SING LB ENTRY 


Balance Sheet as on 31-12-1971 


Capital— 

R'. 

Rs. 

Opening Balance 



Addition 

2,500 


Net Profit 




18,940 


Less Drawings 

1,500 

17,440 

S. Creditors 


2,400 

~I9^840 


Machinery (1-1-71) 
Addition 


Less Depr. 


S. Debtors 
Stock 

Bank Balance 


Rs. 

7,500 

625 


8,125 

810 


Rs. 


7.315 


6.125 

3.125 
3.275 


1 


< 


( 19,840 


ILLUSTRATIVE PROBLEM NO. 12 (Opening Capital, Opening Cash Balance , 
Opening Debtors, Bank Balances, Cash Sales, Credit Sales, Credit Pur - 
chases, etc. missing ) 

From the following information, prepare Trading and Profit 
and Loss Account and the Balance Sheet as on 31st Dec., 1971 : 


Assets and Liabilities 

31-12-1970 

31-12-71 

1-1-1971 

Sundry Creditors 

Outstanding Expenses 

Sundry Assets 

Stock 

Cash in Hand and at Bank 

Sundry Debtors 

Rs 

15,770 

600 

11,610 

8,040 

6,960 

7 

Rs. 

12,400 

330 

12,040 

11,120 

8,080 

17,870 


Following further details of the transactions for the year 1971 
arc available from the incomplete records : 


Cash and Discount 

Rs. 

Cash Purchases 

Rs. 

1,030 

Credited to Debtors 

64,000 

Sundry Assets Purchased— 

430 

Returns from Debtors 

1,450 

Paid by cheques 

Bad Debts 

420 

Personal Drawings by cheques 

3,180 

Cash and Credit Sales 

71,810 

Cash deposited into Bank 

5,000 

Discount allowed by Creditors 

700 

Cash withdrawn from Bank 

9,240 

1,200 

Returns to Creditors 

400 

Cash on Hand (31-12-71) 

Capital Introduced-paid 
into Bank 

8,500 

Payment to creditors by 
cheques 

60,270 

C\ C7A 

Cash received from Debtors 


Expenses paid 


—paid into Bank 

62,500 




(Bombay University) 
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SINGLE ENTRY 

Solution an d Notes : 

In this illustration lot of information is missing. Without 
dine it out » Trading and Profit & Loss Account and also 
p, sheet cannot be prepared. However, students should start 
nrsraring these accounts directly and wherever they come across any 
% faulty, such as missing items , they should try to find them out and 
fan proceed further. 

(1) Balances of Cash in Hand and at Bank (both opening and 
closing) are g* vcn together. They should be separated to ascertain* 
the Cash Sales. 


(2) Cash and Credit Sales are given together. Once the Cash 
Sales are ascertained, Credit Saks can very well be found out. 

(3) With the help of Credit Sales so found and with other 
information, Total Debtors Account can be prepared to ascertain 
Opening Debtors. 

(4) Total Creditors Account is to be prepared to get Credit 
Purchases. 


(5) With all opening balances (including opening debtors), 
Opening Statement of Affairs can be prepared to find out Opening 
Capital. 

(6) With Opening Capital and with other balances, Closing 
Balance Sheet can be prepared. 


Procedure : 

(o) First of all Bank Account should be prepared from 
the available information to ascertain Opening Bank Balance. 


Dr. 


Bank Account 

(To find out Opening Bank Balance) 


Cr. 


To Opening Balance** 

Rs. 

4,000 

By Sundry Assets 

Rs. 

430 

(Balancing Figure) 

. Sundry Debtors 


(Paid by cheques) 

„ Drawings (Personal) 

3,180 

(Paid into Bank! 

„ Capital Brought 


,, Cash withdrawn 
„ Sundry Creditors 

9,240 

60,270 

(Paid into Bank) 

„ Cash Deposited 


(Paid by Cheques) 

„ Balance* (given indirectly. 

6,880 

* 

80,000 

i.e ., 8,080—1,200) 

80,000 


• Closing Cash and Bank Balance is Rs. 8,080 of which Closing Cash 
Balance is Rs. 1,200. Hence Closing Bank Balance is Rs. 6,880. 

** The Balancing figure of Bank Account is Opening Bank Balance. 
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(6) With the help of Opening Bank Balance, Ca«h 
Hand at the beginning can be found out aa under : 


Total Gash and Bank Balance (Opening) 

Less Opening Bank Balance as per Bank Account 


Opening Cash Balance 



(c) Cash Account should be prepared to End out Cash 
Sales which are not given separately. 

Cash Account 

n r (To find out Cash Sales) 


Cr. 


To Opening Balance 
(6,960-4,000) 

„ Bank 

(Drawn for Office use) 
„ Cash Sales 

(Balancing Figure) 



By Cash Purchases fgiven) 

„ Bank (Deposited) • 
„ Expenses (Paid in Cash) 

„ Closing Balance (as given) 


Ra. . 
1,030 
5,000 I 
9,570 
1,200 


16,800 


• •» 


(i) Credit Sales should be ascertained by deducting 
cash sales firpm total sales. Thus 

71,810 


Cash and Credit Sales (as given) 


Less Cash Sales (as ascertained) 
• Credit Sales 


4,600 J 


_67.210_ v 


(e) Opening Debtors can be found out by preparing 
Total Debtors Account as under : 


Dr. 


Total Debtors Account 
(To find out Credit Balance) 


Cr. 


To Opening Balance 
(Difference) 

„ Credit Sales 
(as found out) 


Rs. 

16,530 


67,210 



83,740 


By Bank (Cash received 
and deposited) 

„ Discount Allowed 
(64,000 -62,500)* 
tt Returns Inwards 
„ Bad Debts . 

„ Closing Balance (as given) 


Rs 

62,500 


1,500 


1,450 

420 

17,870 


83,740 


-—- TZTol i sno as the difference between Rs. 64,000, 

to ^Debtors and Rs. 62,500.1.*., actual cash 


Tnid-Discoui 
•om Debtort. 




-SINGLE ENTRK „ _ , Creditors 

To o-oortoi. "Cod.. *-<*"» , To» 

Account is to be prepared^ Accouo , Cr 

{ fo fad out Credi t Purchases) - - 


To Bank (Paid to Creditors 
by cheques) . 

„ Discount Received 
„ Returns Outwards 
,, Closing balance 
(as given) 


60,270 

700 

400 

12,400 


| 73,770^ 


By Opening balance 
las given) 

Credit Purchases 
" (Oalancing figure) 


Rs. 

15,770 

58,000 


73,770 


„ .. be ascertained by preparing 

ojazz —- rzz 

^ Balance Sheet as on 31-11-70 

(To Find out Opening Capital)_.- 


Sundry Creditors 
Outstanding Expends 
Capital (Balanang Figure) 


,57*70 1 Cash in Hand (as per Cash 

26,770 Ca£WSL (- Per Bank 
1 Account) 

I Sundry Debtors 

(as ascertained) 

I Stock in Hand .given) 

I Sundry Assets (given) 

"43.140 I 


Rs. 

2,960 

4,000 

16,530 

8,040 

11,610 

"43,140 


- 

information's already given, the final accounts are to be prepa 

as follows : . 

Trading and Profit and Loss Account 

For the year ending 31-12-1971---- 


To Opening Stock 
Purchases 
"Cash 
Credit 

Less Returns 
„ Gross Profit 


1.030 

58,000 


Rs. 

8,040 By Sales : 

Cash 

Credit 


59.030 

400 58.630 


Less Returns 


14.810J „ Closing Stock 

8l”,480 | 


4,600 

67,210 


71,810 

1,450 70,360 


11.120 

81,480 
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To Expenses 

Less of 1970 

9,570 

600 


By Gross Profit i 

,, Discount ! 

14,810 

700 

Add of 1971 

8,970 

330 

9,300 




„ Discount 
„ Bad Debits 
„ Net Profit 


1,500 

420 

4,290 






15,510 



15,510 


Balance Sheet as on 31-12-1971 


/Opening Capital 
' Add Addl. Capt. 
Add Net Profit 

Rs. 

26.770 

8,500 

4.290 

Rs. 

Sundry Assets 

Add Purchases 

— 

Rs 

11,610 

430 

Rs, 

12,040 

Less Personal 

Drawings 

39,560 

3,180 

36,350 

Sundry Drs. 

Closing Stock 

Cash at Bank 

Cash in Hand 


17,870 

11,120 

6,880 

1,200 

Sundry .Crs. 
Outstanding 

Expenses 


12,400 

330 






49,110 



40.110 

- as ^ 


EXERCISE VI 

1. Define Single Entry and state its disadvantages. 

2. Describe the methods of arriving at the profit or loss made by a 
businessman under Single Entry System. 

3. What arc the books of accounts maintained when . books are 
kept on Single Entry ? 

4. Explain in detail the steps to be taken in preparing Statement 
of Affairs. 

5. What is the procedure of preparing a “Statement of Profit*’ ? 
State the difference between Statement of Profit and Profit and 
Loss Account, if any. 

6. 1 low would you proceed to convert the Single Entry records 
into Double Entry records ? 

7. What are the other records needed in converting Single Entry 
Transactions to Double Entry records. 

<>. Distinguish between Single Entry and Double Entry Systems. 

9. What are the defects of Single Entry System of Book keeping ? 





SINGLE ENTRY 

10 Correctly rewrite the following after removing the words tha 
are not applicable : 

(i) Single Entry system of book-keeping is a scientific!crude 
way of writing accounts. 

Single Entry System is generally adopted by pettyehop- 
keepers!large traders. 

(Hi) Under Single Entry, the net profit of the concern can/can- 
not be easily and accurately obtained. 

(it.) Whenever additional capital is brought in, it is added/ 
1 ' deducted out of the capital at the end of the year, to know 
the profit. 

(v) Single Entry System can hejeannot be converted into 
Double Entry System. 

(vi) Under Single Entry System partnership business is 
possible'not possible. ( P.U.C . 2 . Karnataka) 


Problems on Capital Comparison Method 

11 Shri Muthuswami keeps his books bv Single Entry. He com¬ 
menced business on 1st January, 1969 with Rs. 2,0‘<0. At the 
end of the year his position was as under : 

Cash in Hand Rs. 10; Cash at Bank Rs. 490; Furniture 
Rs. 250, Sundry Debtors Rs. 1,200; Stock Rs. 1,750 ; Bills 
Receivable Rs. 300 ; Sundry creditors Rs. 850 and Bills Pay¬ 
able Rs. 150. 

Find out the profit or loss made by Shri Muthuswami during 
the year 1^69. 

[Ans : Closing Capital Rs\ 3,000 ; Net Profit Rs. 1,000] 

12. From the following details availed from the books of a mer¬ 
chant, you are required to ascertain his business result for the 
year ending 31st Oct., 1972. 

Balanc-' S on 1-11-1971 were as under : 

Cash in Hand Rs. 100 ; Cash at Bank Rs. 900 ; Stock in Trade 
Rs. 3,000 ; Accounts Receivable Rs. 5,600 ; Trade Fixtures 
Rs. 1,4C0 ; Machinery Rs. 9,000 ; Accounts Payable Rs. 3,000 
and Loan from a friend Rs. 2,000. 

Position on 31st Gel., 1972 was as follows : 

Cash in Hand Rs. 2: 0; Cash at Bank Rs. 1,250 ; Stock in 
Trade Rs. 2,500 ; Accounts Receivable Rs. 6,000 ; Trade 
Fixtures Rs. 1,400 ; Machinery Rs. 8,6U0 ; Accounts Payable 
Rs. 2,000. 

During the year he had introduced Rs. 2,5C0 as additional 
capital and had withdrawn at the rate of Rs. 250 p.m. for 
domestic purposes. He states that interest on loan from the 
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.friend was unpaid which was Rs. 60. A provision for doubtful { 
« debts is needed at 5%. 

[Ana : Opening Capital Re. 15fi00 ; Closing Capital 

Re, 18,000 ; N.P^Rs. 3,140] 
Mr. Ignorant keeps his business records haphazardly. He 
requests you to ascertain the profit or loss made by him for the 
year ending 31-3-1972. From the incomplete records, the 
following information is available : 

He had withdrawn during the year Rs. 2,500 for his personal 
expenses ; Rs. 4,000 for domestic purposes and Rs. 500 to pay 
the legal expenses in a private suit. 

He had introduced, from time to time, additional Capital into 
the business amounting to Rs. 3,000. He wants that his Build¬ 
ings and Plant should be depreciated at 5% and Furniture at 
10%. He thinks that 5% of the Good Debtors are doubtful 
and Rs. 500 are absolutc'y bad. Other information was as 
follow : 




Bank Balance 
Cash in Hand 
Btock in Trade 
Furniture 
Investments 
Sundry Debtors 
Sundry Creditors 
Bills Receivable 
Bills Payable 
Loan from a Friend 
Buildings 
Plant 


4.000 

1,000 

200 

500 

5.C00 

4.950 

2.0C0 

2,000 

— 

1,000 

4,0 r 0 

6.000 

5,( CO 

4,000 

— 

800 

400 


1.000 

1.000 

10.000 

10,000 

4.000 

4,000 


TAna : Opening Capital Rs. 14,801 > ; Closing Capital Rs. 25,250 
1 ^ and Net Profit Rs. 12,775] 

Ram and Shyam were partners sharing profils and losses in the 
ratio of 3 : 2 after charging interest on capital @ 6%. Interest 
on drawings is to be ignored. On 1st April 1971, their position 
was as follows : 

Statement of Affairs 


Sundry Creditors 
Capitals : 

Ram 

Shyam 
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15. 


March, 1972, their ^^^^^^.t^^^Tprovision for doubtful 

Sundry Debtors.c- RS i, 10 o^ 00 <i OO^^Cash at Bank Rs. 3,100 , 
debt at 5%) ; Stock Rs. 5,000, <g^ tors 7>50 0 ; and 

Prepaid Expenses Rs-100, Sundry ‘ 

Expenses owang Rs. 400. depreciation of 

Machinery and Furniture were subject to 

' h ' 

Final Statement of Affairs as on 3 Shyam'a 

isasr*fflcriaESJi^. 

1^71 from the following = - 



Stock in Trade 
Sundry Creditors 
Sundry Debtors 
Cash in Hand 
Bank Overdraft 
Bills Receivable 
Fixtures and Fittings 
Motor Van 
Plant 


• • • 


6,700 

5.400 

4.200 

200 

3*200 

1.050 

1,500 

4,000 

10.000 


8.500 
4.000 

4.500 
150 

5,000 

2.000 

1.500 
4,000 

fO.OOO 


-7 7 j - ntr t u c year amounted to Rs- The 

&. <*-i of a.. 3,00. du„„g 

ZZL. *--jnarsas.'staytsss 

Ab o prcp„o CapiM *». ; 

a.'-"- «/ -W“" **• 23 ’ s ' 5 '’ 

Problems based on Conversion Method 

16 You are given below the following information from the books 
of Shri Ashok who maintains Ins accounts on Single tn y 

System. 

(a) The Balance Sheet as on 1st January, 1970. 
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(*) 'J' g h 7 c () Cash Transactions for the year ended 31st December, 
(c) Other Transactions. 


(a) Balance Sheet 


Bank Loan 

Sundry Creditors 

Ashok's Capital 

Rs. 

7,000 

25,000 

12,000 

Cash in Hand 

Sundry Debtors 

Stock in Trade 

Plant & Machinery 
Buildings 

Rs. 

1,000 

12,000 

14,000 

8,000 

9,000 


44,000 


44,000 


(b) Cash Transactions 


Receipts 

Rs. 

Payments 

Rs 

To Balance b/d 
„ Cash Sales 
,, Sale of Plant 
» Receipt from Debtors 
„ Loan from Dcsai 


Rs 

1,000 

8.000 

3.0C0 

37,000 

9,100 

By Bank Loan Repaid 
„ Salaries 
„ Wages 

»» Payment to Creditors 
,, Office Expenses 
„ Drawings 

„ Purchase of Furniture 
„ Balance c/d 

Rs. 

5,000 

4.400 

1.400 
40,000 

900 

3,000 

2,000 

1,400 



58,100 


58,10(T 


(c) Other Transactions 

Total Sales (including Cash Sales) Rs. 62,000 ; Discount allow¬ 
ed to Debtors Rs. 800 ; Total Purchases Rs. 47,000 ; Discount 
allowed by Creditors Rs. 700; Stock in Trade on 31-12-1970 
Rs. 21,000. 

Prepare Trading and Profit and Loss Account for the year 
ending 31-12-1970 and Balance Sheet as on that date after 
making the provisions for Doubtful Debts @ 5% on Sundry 
Debtors and Depreciation on Buildings at 2%. 

[Hints : (1) Since Closing Debtors are not known. Provision 
for Doubtful Debts cannot be calculated. Hence “Debtors 
Account should be prepared to find out Closing Debtors.” 

(2) Creditors Account should be prepared to find out missing 
“creditors.”] 

[Ans : G.P. Ps. 20,600 ; N.P. Rs. 13,610 ; B/S Rs. 65,010; 
Closing Debtors Rs. 28,200 and Creditors Rs. 31,3001 
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<17. Shri Angadi kept his accounts by Single Entry System. From 
the following particulars prepare the Trading Account, Profit 
and Loss Account for the year ending 31st March, 1972 and 
Balance Sheet as on that date. 


Receipts 

Rs. 

Payments 

Rs. 

Fresh Capital brought 

Paid to Sundry 


in cash 

15,000 

Creditors 

28,200 

Private Dividend 


Wages 

1,500 

Paid into Bank 

200 

Salaries 

800 

Amount received 


Rent 

1,200 

from Debtors 

22,000 

Purchase of cycle for 


Cash Sales 

1,200 

his son 

300 



Private, Payments 




(Drawings) 

3,000 


The Assets and Liabilities were as follows ! 



Particulars 


31-3-1971 

| 31-3-1972 

Sundry Debtors 
Sundry Creditors 

• • • 

... 

® • # 

wm 

mm 

Stock 

Land and buildings 


• • • 

■ • • 

BH 

12,000 

4,000 

Furniture 

Cash at Bank 

Cash in Hand 

• • • 

• • • 

• •• 

• • • 

1.000 

800 

30 

1,000 

3,400 

830 


\djustments : 

(1) Depreciate Land and Bldgs, by 5% and Furniture by 10%. 

(2) Provide for Reserve for Doubtful Debts at 5%. 

[Hints : (l) Credit Purchases, Credit Sales and Opening 
Capital are missing. To find them out, Total Creditors A/c, 
Total Debtors A/c and Opening Balance Sheets should be pre¬ 
pared. 

(2) Private Dividend paid into Bank indicates Fresh Capital 
introduced into Business. 

(3) Purchase of cycle for his son is a private transaction. 
Hence drawings.] 

[Ans : O.P. Pa. 3,830 ; N.P. Pa. 1,430 ; B/S Ps. 22,830 ; Credit 
Sales Pa. 22,600 ; Credit Purchases Ps. 28,470 and Opening 
Capital Rs. 6,500. 

8- You are instructed by a merchant who keeps his books by 
'Single Entry, to prepare a Trading and Profit & Loss Account 
the year ending 30th September, 1972, together with a 
Balance Sheet as on that date. . 






42 


SINGLE BNTRY' 


(a) Upon analysing the Cask 


for the year, you find the 


Rs. 


following : 

Rs. 

Bank Overdraft at 

1-10-1971 

7,400 

Drawings 

3,000 

Manager’s Salary 

4,500 

Staff Salary 

3,500 

Trade Expenses 

2,000 

Wages 

15,500 


Paid to Trade 

Creditors 25,000 

Received from Trade 

Debtors 60,000- 

Received from Cash 

Sales 5,000 

Balance at Bank on 

30-9-1972 4,000 

Cash in Hand 100 


(d) Other Assets and Liabilities were as follows : 


Particulars 


1-10-1971 

30-9-1972 

Stock on Hand 


Rs. 

22.000 

53,000 

Rs. 

19,000 

88,000 

Debtors 


15,000 

19,500 

Creditors 


20,000 

20,000 

Machinery 


1,400 

1,400 

Furniture 



Reserve 5 per cent on Sundry Debtors for Doubtful Debts and 
write off Depreciation of 20% on Machinery. The manager is 
entitled to a Commission of 5% on Net Profit after charging 
such commission. Make provision for this commission. 


[Hints : 

(1) Total Creditors Account, Total Debtors Account and 1 
Opening Balance Sheet should be prepared to find out Credit 
Purchases, Credit Sales and Opening Capital respectively. 


(2) Commission to Manager should be calculated by using tho 
ratio of 105 : 5.] 

rAnu G P Rs. 52,000 ; N.P. Rs. 32,000 ; Commission 
Rs. 1,600 ; Opening Capitol Rs. 74 >M0 > 

Rs. 29,500 ; Credit Sales Rs. 95,000 and B/S Rs. 1^4,100] 


Shri Ghanashyamdas, a Retail Trader, who keeps his books, 
under Single Entry System gives you the following informatioa 
for the year 1972 : 


19 . 



To Balance at Bank 
ff Sundry Debtors 
B/R Realised 

” Commission Received 

” Cash Sales 


8,350 

38,400 

12,000 

1.500 

8.600 


By Trade Creditors 
„ BiUs Payable 
„ Wages 
,, Salaries 

„ Kent, Taxes, lnsurai»ce 
„ Purchases of Orna¬ 
ments for bi* wife 

Advertisement 
Personal Drawings 
* Balance at Bank 


68.850 


27.100 

9,300 

12.250 

6,500 

5,200 

1.000 

330 

'6,520 

650 


68,850 


Details of Assets and Liabilities 


1-1-1972 31-12-1972 


Stock on Hand 
Sundry Debtors 
Trade Creditors 
Bills Receivable 
Bills Payable 
Furniture 
Buildings 


Rs. 

18,700 

12.000 

9.000 

4,000 

1.000 

600 

12.000 


Rs. 

23.400 

14.000 

1.500 

5,000 

200 

600 

12.000 


(3) R?W200 arc 200. - 

}5} S n wo^ 5^ were used by the proprietor for 
personal use. . . . 

Account for the year ending 

if f d t 

***• : (1) Credit Purchase and ^^Sajes^re 

(2) C should no. be foreo.ten -while prepar.ng 

Opening Balance Sheet] Q . fi/g Rg 54>370 

[Ans : ®- P - R * al l 6 pl° ’ 53 N 400 ; Credit Purchases Rs. 28,WO 

2» jfiSASK ■ accepted *.500.1 


PPA—11/18 
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20 . 


Mr. X did not keep his books on the double-entry system. Hi* 
assets and liabilities on 31st December, 1967 consisted of the 
following 


Furniture 

Stock 

Sundry debtors 
Cash 

Sundry creditors 
The following are 
December, 1968 : 


• • • 

the transactions for the year 


Rs. 
10,000 
50.000 
15,000 
40,000 
15,000 
ending 31st 


Collections from debtors 
Cash Sales 
Cash Purchases 
Salaries 

Office Expenses 

Interest received on Investments at 5% for the 
half-year ending 31st December, 1968 
Bills Receivable realised 
Bills Payable paid 
Drawings 

Sale Qf a scooter belonging to his son and the 
proceeds introduced in the business 

The following are the balances on 31st December, 


Rs. 

50,000 

40,000 

15,000 

12,000 

5,000 


1,000 

5,000 

4,000 

6,000 


4,000 
1968 : 


f to< * i — 50,000 

Sundry Debtors ... 30>000 

Sundry Cred.tor, ... 25,000 

Bills Receivable ... 6,000 

Ga * h ... 6,000 

You are required to prepare Profit and Loss Account for the 
year ended 31st December, 1968 and a Balance Sheet as on 
that date. 


[Hints : 

(1) Credit Purchase* and Credit Sales should be ascertained 
oy preparing : 

(а) Total Creditors and Bills Payable Accounts, and 

(б) Total Debtors and Bills Receivable Accounts respectively. 

(2) Opening Capital is to be found by preparing Opening 
Balance Sheet. 

(3) Cash Account should be prepared to find out amount paid 
to creditors. 

(4) .Value of Investment should be calculated with the help of 
rate of interest and actual interest on investments.] 

[Aum. O.P. Rs. 15,000 ; Net Loss Rs. 1,000 ; B/S Rs. 132,000 : 
Credit Sales Rs. 76,000 ; Credit Purchases Rs. 86,000 ; 
Investments Rs. 20,000 and paid to Creditors Rs. 72,000] 
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21. From the following information, prepare the Trading and Profit 
& Loss Account and the Balance-sheet of Shree Basu a* at 
31-3-71. 


Assets and Liabilities as on 31-3-71 

Rs. 

Creditors 30,000 

Expenditure Payable 500 

Stfw* 30,000 

Furniture \ ,50ft 

Debtors 28,000 

Cash on hand 5,200 

Cash at Bank 800 


as on 31-3-70 
Rs. 
25,000 
800 
25,000 
1.000 
23,000 
500 
200 


Following further details of the transactions for the year ended 
31-3-1971 are available from incomplete records : 


Cash received from debtors and banked 

Discount allowed to debtors 

Payments to creditors by cheques 

Discount allowed by creditors 

Returns from debtors 

Returns to creditors 

Bad Debts written ofT 

Cash and credit purchases 

Cash sales of land and cash used i n business 

Cash sales 

Sundry expenses paid by cheque 

Withdrawals by cheque from Bank 

Salary paid by cheque 

Rent paid by cash 

Cash paid into Bank 

Purchase of furniture by cheque 

Drawings ty cheques 


60,000 

1,200 

50,000 

1,000 

5,000 

4,000 

1,500 

67,300 

10,000 

5,000 

1,500 

3,000 

3,000 

1,000 

5,000 

500 

6,400 


tnts:(l) Opening Balance Sheet should fee prepared to find out 
Opening Capital. 

(2) Total Debtors Account should be prepared to ascertain 
Credit Sales. 


(3) Students should note that Closing Balances are given tirst 
-ana then the Opening Balances. 

(4) Withdrawals by cheque from Bank are meant for office 
use. 


[Ans. O.P. Rs .. 14,400 ; N.P. Rs. 7,500; B/S Rs. 65.500 ; 
Credit Sales Rs. 72,700.] 

22. Surjit ben docs not keep systematic record of his transactions. 
He is able to give you the following information regarding 
his Assets and Liabilities : 
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31-12-1971 


Particulars 

Creditors for Goods 
Creditors for expenses 
Bills Payable 
Sundry Debtors 
Stock (at cost) 

Furniture and Fittings 
Cash 

The following additional information is also 
to 1971 : 


31-12-1970 


18,000 

2,000 

12,300 

36,000 

24,000 

11,000 

? 


20,000 

2,000 

9,200 

37,000 

27,000 

9,000 

5,100 

available relating 


i 


Rs. 


18,800 
33,000 
15,000 
5,600 
9,000 

As regards sales. 


Bills Payable issued 
•Payments to Sundry Creditors 
Cash Sales 
Expenses paid 
Drawings 

Bad debts during the year were Rs. 1,000. ___ w 

Surjit Sen tells you that he always sells goods at cost plus 
25%. Furniture and fittings are to be depreciated at 10^ ol 
the value in the beginning of the year. 

Prepare Surjit Sen’s Trading and Profit & Loss Account for 
the year ending 1971 and his Balance Sheet as at that date. 

[Hints : (1) Credit Purchases ; Credit Sales ; Cash Balance at the 
1 end ; Opening Capital ; Cash Received from Debtors 

etc. arc missing. All this missing'information should 
be ascertained first. Then the final accounts should be 
prepared. 

(9) Credit Sales cannot be found out by preparing “Sundry 
Debtors Account” as usual because Cash Payments b> 
Debtors are missing. Hence Stock method should be 
followed to ascertain Credit Sales , t.e.. Opening Stock+ 
Purchases less Closing Stock is cost of goods sold. When 
profit is added to cost of goods sold, we get Total 
Sales. 

(3) Furniture difference is a point to be noted.] 

TAns a P Rs- 20,700 ; N P. Rs. 13J00 : B/S Rs. 83,400 ; 

[ ' Credit Sales Rs. 58,500 ; Cash Receded from Debtors 

Rs. 58,500 ; Credit Purchases Rs. 49,800 ; BtUs Payable 
Paid Rs. 15,700 and Opening Capital Rs. 46,900 .] 

You are given below : 

(1) The Balance Sheet of Messrs Arun and Bhaskar on 1st 
Jan., 1971. 

(2) The Cash Transactions for twelve months to 31st DeC„ 
1971. 


23 . 


(3) A summary of the remaining transactions. 
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(1) Balance Sheet 


Bank Overdraft 

Sundry Creditors 

Bills Payable 

Ca *Arun * 23,000 

Ser 1S.W0 

Rs. 

1.000 

7.200 

3.200 

40,000 

Cash in Hand 

Bills Receivable 

Sundry Debtors 

Stock of Goods 

Plant & Machinery 

Land and Buildings 

Rs. 

140 

5,000 

7.800 

15,060 

9,400 

14,000 

51,400 


51,400 

- ( 2 ) Cash Transactions _ 


_ _ 

To Balance b/d 

To Receipts frorn Drs. 

To Bills Receivable 

RS. 
140 | 
58,000 
20,000 

By Bank Overdraft 
„ Salaries 
„ Wages . 

„ Bills Payable 
f . Sundry Creditor* 

., Office Expenses 
ft Aran's Drawings 
„ Bhasker's Drawings 

I „ Cash in Hand 

1 Cash at Bank 

Rs.» 

1,000 

2,400 

3,160 

28,600 

29,400 

1.600 

6.00u 

3.000 

480 

2,500 


| 78,140 

78,140 


___ rvs. 

f j ) Other Information 8 1,400 

Sales „ 400 

Discount to Customers 60,000 

SmuT:Received from Suppliers 2 1,800 

Bills Receivable received dunng the y 30,000 

ycar 

(t) Reser^fctfEtoubtful Debts at 5% on "Debtors. 

(2) Provide Depreciation on Plant and Machinery at 5/o and 

on Land and Buildings at 2J /£. . 

From the above particulars, Prepare a > a "„ d BaUmfe 

Loss Account for the year ending 31 '»2- 1 1 a nd Balance 
Sheet of Messrs Arun and Bhaskar as on that date. 

IA ■ Q P Rs 13,780; N.P. Rs- 8,310 ; B/S Ra. 5<1,510 ; 
[ S.Drs. Rs. 9,000 ; B/R Rs. 6,800 ; S. Crs. Rs. 7,600 and 
BiP Rs- 4,600.] 



Partnership Account/—1 

•{Final Accounts) 


Introduction 

The accounting procedure that has been described so far 
mostly relates to sole proprietorship or sole trading concerns. In 
such concerns only one man invests capital and controls the whole 
affairs of the business. Since one man’s capital, skill and controlling 
capacity are generally limited, they restrict the size of the business 
and thereby the amount of profit too. The expansion of business, 
therefore, needs more capital, better and specialized skill and more 
persons with ownership interest to manage the different activities of 
the business. These limitations of a sole trading undertaking are 
removed by the formation of Partnership which consists of more than.. 
one owner who contribute capital, skill and administrative ability to 
run a comparatively large size business. 

Definition 

The Indian Partnership Act, 1932, which regulates the partner¬ 
ship businesses in India, defines partnership as tl ihc relationship 
between persons who have agreed to share the profits of a business 
carried on by all or any of them acting for all." Persons making an 
^agreement to carry business for common purpose are called 
“Partners” individually and “Firm” collectively 

Main Features 

Following arc the important features.of Partnership 

1. Two or More Persons. Since Partnership is dcineda* the 
relationship between the persons ; there must be at least two persons to 
have such relationship. However, there can be maximum ten (10) 
persons in case of a banking business and twenty (20) jn case of other 
businesses. 

2. Agreement. Since partner is a “contractual relationship*’ 
between the persons (as per Indian Contract Act, 1872), there must 
be an agreement entered into by all the persons concerned. Such an 
agreement can be either oral or .in writing. 

3. Lawful Business. The agreement must be to . do business 
with the intention of earning Drofits and such business must be within 
the limits of law. 

4. Profit Motive. The agreement between the partners must 
be to share the profits of the business. Any agreement for charitable 
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purpose 'Oartnof be a partnership- In case of losses, the partners have 
to share such losses too. 


5. Principal-Agent Relation ship. Partnership business must be 
carried to*.by all or any one of the partners acting for all. Thu* 
each partner in a firm acts in both the capacities, % c. f as an agent of 
other partners and principal for lumsrlf. Mutual agency is a very 
important test of partnership. 


6. djh$r Characteristics such as (a) Unlimited Liability, 
(6) Non-Transferability of Interest in the hrm, (c) Utmost Good. 
Faith, etc. are equally important in partnership. 


Kinds of Partnership 


Kinds of Partnership 


General Partnership 
(With Unlimited Liability) 


Special or Limited Partnership. 
(With Limited Liability) 


Partnership at will 
(For Indefinite Period) 


Particular Partnership 
(For Specific Period) 


Partnership Deed 

Partnership is created by mutual agreement between the partners. 
Such agreement pray be either oral or in writing. The law does not 
make if compulsory to have aw.i.ten agreement However, for the 

purpose of smooth working of the business and to avoi<} any mis¬ 
understanding, it is always better for the partners to put their terms 
of agreement in writing and sign the same. Such a written document 
is called Deed or Articles of Partnership. 


Contents of Deed 

Partners are fire to make any provisions (not inconsistent with 
the Indian Partnership Act, 1932) in their Deed for the purpose of 
mutual rights, duties, accounting and other relations. A properly 
drafted Partnership Deed contains, apart from information such as 
ZrnTof the firm, names of partners, nature and place of business and 
VZr general regulations. The following matters arc more important 
from the book-keeping point of view : 

1 The Accounting Period of the Firm. Whether yearly, half- 
yearlyor.otherwise and the date on which accounts are to be closed 

every year. , , . 

2 Th# Capitals (o be Contributed. Proportionate sharer therein, 

if any! of each p£,ncr ; nature of capital, whether Fixed or 

Floating, etc. . , f ,, . ^ 

3. Partners' Drawings. Amount and period of such drawings, 

if any . 

4 Partner’s salaries, if any. 
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. 5 . interest on Partners’ Capitals, Drawings and on Loans, etc. 

6 Profit-sharing proportions. 

r Valuation and should be 

-*;-=S:r::=* 

TP. 

sr-sm a-*=“J=.«S * 

riL ■" 

*‘7 S *.«. «»«»• r*'— *" - r ° r “ y 

,or other remuneration. 

Students should 

pSne"s ,y IMn ‘thT question 0 anv specific agreement is given, the 

■Lme should be applied and not the above rules 

Partnership Accounts 

In principle, there is no diff ^"“ r ^ tW ^5e “tore 

■Sole Trader and that of a . Pa ^ tn p|’* ' P there will be slight changes in 
are more than one owner in. a Firm, *Xr to partnership firms, 
the capital accounts. Also the events pe rem ent or Death of a 

such as (n) Admission of* need special treatment. It 

K5* in Surt^ct new in Partnership 

Accounts. 

Capital Accounts 

i»ft-»«p. ? h n™trri“do c t 

number of partners. Partners C P both) by the partners in 

contributed (whether in cash or kind oru) ^\ 0 ^ rds £ is capital, 
the business. YVnenever a partn and a separate Capital 

Gash Account or Property ^cbitt^ he 

GaS Account rS^Fixti” or “Floating” depending upon the 
methods of recording. 
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Drawings Accounts 

The amount withdrawn by the partners from the Firm for the 
personal use is called Drawings. Drawings is quite op)>osite of 
Capital. Jn fact, when the. amount is introduced into the. business, it 
is called capital and when the anv.vnt is withdrawn , it is known as 
Drawings. Strictly speaking. Drawings arc not the withdrawals of 
capital^ but withdrawals of amounts in anticipation of profits 
in which each partner has a share. However, since drawings are 
ultimately adjusted in capital, capital is naturally reduced to that 
extent. 


Separate Drawings Account is to be opened in the name of 
each partner and the amounts withdrawn (in cash or kind) by each 
partner either regularly (at fixed intervals) or irregularly are debited 
initially to such Drawings Account. Even the Interest on such 
-drawings, if any, is debited primarily *e» the Drawings Account. 
However, at the end of the financial period, the tota-1 of the Drawings 
Account is transferred to Capital Account by debiting Capital 
Account and crediting Drawings Account of the concerned partners. 


Methods of Recording Capital Accounts 

There are two piethods of recording Capital Accounts in Part¬ 
nership books: 


(I) Fixed Capital Method, and 

(II) Fluctuating (or Floating) Capital Method. 
(I) Fixed Capital 


Under this system the original capital invested by the partner 
.remains unaltered unless additional capital is invested or capital itself 
is withdrawn by mutual agreement. Adjustments for drawings, interest, 
P ro ^ 1 P r loss, salary, etc. arc not made in Capital Account, but 
for this purpose a separate Current Account is opened in the name of 
tjach partner. Thus under this method each partner will have two 
accounts, viz., a Fixed Capital Account and a Current Account. 


Each partner’s Current Account is 


debited with : 


• (a) his drawings (in cash or kind) ; 

(6) interest on such drawings , if any ; and 
(c) his share in the loss of business and 
credited with : 

9 

\u) interest on his capital account , if any 

(b) salary or commission to him ; and 

(c) his share in the business — profits. 

The Fixed Capital Account aad the Current Account, thus, appear as 
under: 
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. CK 

Partner’s (Pined) Capital Account__ 


To Cash/Property etc. 
(Capital withdraw*) 
Balance 

(Balancing Figure) 


To Drawings in Cash 
Drawings in Kina 
Interest on Drawings 
!' Share in business - loss 
* (if any) 

M (jf credtuotal is more) 


By Cash/Property etc 

Amount Contributed 
initially ) 

. Cash/Property etc. 

(Additions mode to capital) 


Current Account of Partner 


Cr. 



By Interest on Capital 
, Salary to partner 
. Commission to partner 
' Share in business prom 
•• (if any) 

,, Balance c/d . 

(if debit total is more) 


(II) Fluctuating Cap ^ Account of a partner does not 

Under this system, t C f, ( , uftuatcs quite frequently. The 

remain at its or.g.nal balance ,;f drauin'j* ; mfrest on 

reason is that all adjustments coinn ,isuon to valuers ; 

int " r ’!lZ efear^madc directly in the Capital Account 

shurr. °f profit or loss etc. ^ a , thc bcgtnmng of the 

itself. Naturally, the 1 And> therefore, it is did. rent at the 

accounting : period ^ afh-ctc . Capital Account itself, 

Xt Account under tins method. 

The Capital Account, when it is floating or fluctuating, appears 
as follows : p.,, ner -s (Fluctuating! Capital Account _ 


^(In Cash and in Kind) 
., Interest on Drawings 
* Balance c/d (closing 
Balancing Figure) 


Total 


By Cash (introduced) 

„ Property (brought in) 
Interest on Capital 
„ Salary to partner 
„ Commission 
„ Net Profit etc. 

(Share in business profit) 


Total 


Balance b/d (opening) 


„ . Note CapUal* 1 

whei^current* accounts are given, Capital Accounts will mean Ftxed 
Capital Accounts. 

Profit and Loss (Appropriation) Account 

evtention of usual Profit and Loss Account for the 
purpose of "adjusting transactions relating to thc Partnership Deed, 
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viz.. Interest on Partners ’ Capitals , Drawings and Loans ; Partner¬ 
ship Salary , Commission etc . Due to their peculiar nature these 
transactions arc treated separately without mixing up with general 
trading transactions. Profit or Loss revealed by the usual Profit and 
Loss Account is distributed among the partners without making the 
above adjustments, some partners may lose for the sake of others. 
If the distribution of profit or loss is to be fair, the profit or loss 
arrived at must be true and fair. Therefore, to arrive at the true and 
fair profit or los* before its division, the above mentioned adjustments 
are carried out in Profit and Loss (Appropriation) Account in the 
following manner : 


Profit and Loss (Appropriation) Account 



By Profit & Loss Loss A/c* 


Trading Profit before 
adjustments (as Dcr Deed) 


•• Interest on Drawings 




Or 


.. Partners* Caoital or 

-= 

Current Accounts 
(Distribution of Loss) 

_ 


To Profit and Loss Account • 
(If there is Trading Loss) 
,, Interest on Partners* 
Capitals 

,, Partners’ Salary 
,, Partners’ Commission 
,, Interest on Partners* 

Loan A/c 

„ Partners’ Capital or 
Current Accounts 
(Distribution of Profit) 


•Either there can be Trading Profit or Trading Loss at the begining of this 
account and not both. 



The items that appear in the above account are explained in 
the following lines : 


Interest on Capital 

If agreed by the partners, interest on opening balance of each 
partner’s capital is allowed at agreed rates, usually not exceeding 
6% per annum. Allowing interest on capital is justified in cases 
where partners have not contributed capital in their profit sharing 
ratios. The partner contributing more than his proportionate share 
will get an equitable return on his investments. Even where capitals 
are proportionately contributed, charging the Profit and Loss Account 
with interest on capitals will enable the partners to “see what profit 
has been made by the business over and above the income that 
would have been produced had the capital amount been invested in 
outside securities.” 

The necessary journal entries to record interest would be as 
under: 

(1) Interest on Capital Ale Dr. (2) P. A L. ( Appr .) A/c Dr. 

To Partner's Capital A/c To Interest on Capital Ale 

(For interest on capital at...% p.a.) (For transfer of total interest on Capital 

Accounts for the year ending.) 



partnership i * CCOUNTS) 

Not e In casp of Fi~d Capital Accounts, Interest 
adjusted to Partners Current Account. 

Interest on Drawings froB » the concern- 

«J5i3SWjgSS 

from the date of drawings till ^ thc ir P rofit ^™ cr draw 

if partners’ drawings mutually^ ds one partner interest 

and also not at the othcr . ^To avoid this, 1 more will 

sr *s- thcrc, ° 

-- 


X>r. 


(2) /..»««» »" Drawings A/c 

drawings to P & L. Appr. A/O 


(I) Partners Drawings Ate 

To Interest on Drawings Ale 
(For interest at...% P »• on each 

partner s drawings)___ 

Note It is taken for granted ‘hat cash « m* ££{ ^Draw- 

in “ Capi,ar and “ Draw ' 

ings” Accounts respectively. 

j»™3gssS4j;r£s^.sa 

distinguished from partners P ' s six (g) J)er cent interest 

be recorded separably. Such )oans do nQ( rank p r with other 
unless otherw.se agreed. x ^ ^ disso | ution of the firm. Out 

creditors at the time of repa then the loans should be 

AC d h“„ S X— ,h ' 

nart^rthe caphals of the partners are paid back. 

The accounting procedure in connection with raising an rc- 
,ay,nS e of a i C o C a°n U s anl in terest thereon is as under : 

Dr. 
Dr. 


\a) When the loan is advanced by 

Paitner 

Cash A/c 

To Partners Loan A/c 

(6) When Interest on Loan is paid in 
cash _ _ 

Interest on Loan A/c 

To Cash 

(c) When Interest on Loan is not paid 
in cash 

Interest on Loan A/c 

To Partner’s Loan A/c 


Dr. 
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<e) When Loan is repaid Partners* Loan A/c n r 

To Cash 

Partners* Salaries or Commission, etc. 

If so agreed, |jartneTvajpr. allowed to draw salaries or commis¬ 
sion from the firm for rendering valuable service or fOf 
devotior> or skill. Usually such remuneration is not paid in cash 
but the agreed amount is credited to the concerned Partner's Capital 
A/c or Current A/c. Such salaries, etc. are paid out of divisible 
profits and hence the amount is debited to P. & L. Appr. A/c. 

Proforma Entries In Partnership Accounts 





Transactions 


For investment of j 
capital by partners ; 


Under fixed Capital 
System 




Under Fluctuating 
Capital System 


Cash 

or 


Each 

Cash/ 

Partner’s ! 

Bank 

Capital A/c. 




00 Kind 'Property A/d Capital A/c Property A/dCapital A/c 


(/) For Drawings in , Each 

Cash or Kind I Partner’s 

Current 

A/c 

(II) When Drawings 

A/c transferred No Entry 


(/) For Interest on 
Capital 

(//) For transfer of 
Interest 


(0 For Interest on 
Drawings 


00 For Transfer of 
Interest 


(0 For Partner’s 

Salary 

(not paid in Cash) 
(/#) For Transfer of 
Salary 


(/) For Net Profit 


00 For Net Loss 


No Entry 

Partner’s 
Capital A/c 

Partner’s 
Current A/c 

i Interest on 
: Capital A/c 


Interest on 


P. & L. Interest on P. & L. Interest on 
(Appr.) A/cj Capital A/c (Appr.) A/c|Capital A/c 


Interest on 
Drawings 

A/c 



Interest on P. & L. 
Draw.ngs (Appr.) A, 
A/c 


Partner’s 
Salary A/c 

-1 — ■ 

Partner’s , Partner’s 
Current A/cj Salary A/c 

Partner’s 
Capital A/c 

P. & L. 
Appr. A/c 

Partner’s | P. & L. 
Salary A/c i Appr. A/c 

Partner's 
Salary A/c 

P. & L. 
Appr. A/c 

Partner's j P. & L. 
Current A/cj Appr. A/c 

Partner’s 
Capital A/c 

Parmer’s 
Current A/c 

P. & L. j Partner’s P. Sc L. 

Appr. A/c ! Capital A/c |Appr. A/c 
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ILLUSTRATIVE PROBLEM NO. 1 , Thick 

Si ?"**» - *■" *** 

‘Conti's. March, 1972 they ascer^ned .he busines profit which 

was Rs. 10,000. Tlus profit was realised in cash. _ 

Give necessary journal en.ri~ and prepare necessary accounts 
and their Balance Sheet as on 31-3-197*. 

Solution and Notes : 

(I) Unless otherwise stated or hinted the Capitals are Fluctuating. 

(9) Profit-sharing ratio (when not given) is equal. 

JOURNAL OF THICK AND THIN __ 


Dale 


1971 
April 1 


Particulars 


Cash Account 

To Thick—Capital Account 
To Thin—Capital Account 
(For contribution of Capitals by Part: -rs) 


1972 
Vlarch 31 


March 31 


Furniture Account 

To Thin—Capital Account 
(For Furniture brought by Thm as 
capital)^_____ 

"Thick—Drawings Account 
Thin—Drawings Account 
To Cash Account 
(For Cash withdrawn by Partners) 

P.&'l! (Appr.T Account 
To Thick—Capital^Account 
To Thin—Capital Account 
(For division of net Profit) 


Dr. 

additional 


L. 

F. 

Debit 


Rs. 

40.000 

* 

5,000 

- 

'll 

i 9 

10,000 


Credit 



1972 

March 31 


1972 
April 1 


To Thick—Capital 
„ Thin—Capital 

„ Profit Realised 
(Sales - Purchases) 

25.000 

15,000 

10,000 

1972 
Mar. 31 

•» 

»» 

By Thick-Drawings 
„ Thin—Drawings 
,. Balance c/d 

Rs. 




„ Balance b/d 

42,200 j 




4,200 

3,600 

42,200 
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2. P. & L. (Appr.) Account 


31-3-72 

To Thick—Capital 

T:.! 

•• A «*“ —»-•— 
(Profit Transferred) 


31-3-72 

By P. & L. A/c 
TUij»j*cr b/d) 

10,000 



10,000 I 

1 


10.000™ 



3. Drawings Account 




Thick 

Thin 



Thick 1 

1 

Thin 

31-3-72 

To Cash 


3,600 

31-3-72 

By Capital 
(Drawings 

4,200 

3,600 





I 

Transferred) 




Rs, 

”4,200 

3.600 

| 

Rs. 

4.200 

j 3,600 


4. Capital Accounts 




Thick ; 

Thin 



Thick 

Thin 

1-3-72 

M 

To Drawing? 
,, Balance 
c/d 

4.200 

25,800 

3,600 

21,400 

1 4-71 
1-7-71 
31-3-72 

By Cash 
,, Furniture 
P. & L. 
(Appr.) 

S3 

tJ 


Rs. 

30,000 

EO 


Rs. 

30,000 

25,000 





1-4-72 

By Balance 
b/d 

25,800 

21,400 


5. Furniture Account 


1-7-71 

To Thin’s Capital 

Rs. 

5,000 

1-3-72 

By Balance c/d | 




5,000 



s 

4-4-72 

To Balance b/d 


■1 


























partnership i (final accounts) 

(.luce Sheet of Thick and Thin 

As on 31st March, 1972 _ 


/-RO V— —- - 


Liabilities 1 

Amoun\ 

4 

Assets 

Amount 

Capitals : 

Thick 

Add N.P. 

Less Drawings 

25.000 

5.000 

~30i000 

4,200 

Rs. 

25,800 

Furniture 

Cash 

Rs. 

5,000 ; 
42,200 

Thin 

Add Capital 

Add N.P. 

Less Drawings 

"Is.OOO 

5.CO0 

5.000 

1T.000 

3,600 

21,400 




47.200 


"47,200 


- ^ CapM 
Atnlaram^n ra ^ d Rs 30>000 respectively on 1-1-1971. 
investment of Rs. 40,UW , 2 . For the year ending 

They agreed to share pro t in ^ Rs 12,000 before allowing 

31st December 19 ?1 they earnc Qn Drawing s (Atmaram 

o‘V 3,000. Their -^daring .he y e,r—ed . 
Atmaram Rs. 7,000 and Balram Rs. 5,000. 

You are required to write up and balance the Capital and 
Current Account* the Partner,. Shut, >1» the Profit and Lo„ 

Account. 


Solution and Notes : 


Note that we are asked to prepare Current A/cs. It means the 
Capital A/cs are Fixed and, therefore, all partnersh.p Adjustments, 
must be made in Current Accounts. 


J>PA—11/19 
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Profit and Loss (Appropriation) Account 
For the year ended 31st Dec., 1971 


12 

Cr, 


To Interest on Capital : 
Aimaram 2,000 

Bairam 1,500 

„ Bairam Current A/c— 
Partnership Salary 
„ Balance c/d - being divi¬ 
sible Profits 


To Partners Current A/cs - 
Aimaram—3/5th of Net 
Profit 

Bairam—2/5th of Net 
Profit 


Rs. 

3.500 

• 

3,000 

5,750 

12,250 

3,450 

2,300 


5.750 


By Profit Sc Loss A/c—being 
Profit 

, Interest on Drawings : 


Aimaram 
Bairam 


150 

100 


To Balance b/d 


Rs. 

12,000 

250 


12,250 

5,750 


5,750 


Dr. 


Partners* Capital Accounts 


Cr. 



Atmaram 

Bairam 


Atmaram I 

Bairam 

31-12-1971 

To Balance c/d 

Rs. 

40.000 

Rs. 

30,000 

1-1-1971 

By Cash A/c 

Rs. 

40,000 

Rs. 

30,000 


40,000 

30.000 

. 

40.000 

30,000 




1-1-1972 

By Balance b/d 

40.C00 

30,000 

Dr. 

Partners* Co 

rrent Accounts 


Cr. 


Atmaram 

Bairam 


Atmaram 

Bairam 

31-12-1971 

To Drawings 
„ Interest on 
Drawings 
„ Balance c/d 

Rs. 

7,000 

150 

Rs. 

5,000 

100 

1,700 

31-12-1971 

By Interest on 
Capital 

„ P. & L. Appr.— 
Salary 

„ P. & L. Appr.— 
Net Profit 
„ Balance c/d 

Rs. 

2,000 

3.450 

1,700 

Rs. 

1,500 

3,000 

2,300 


7,150 

6,800^ 


7,150 

6,800 
i ai ta ■■ 

1-1-1972 

To Balance b/d 

1,700 

— 

1-1-1971 

By Balance b/d 

— 

1,700 


How the Capital and Current Accounts appear in the Balance 
Sheet is given below * 
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Balance Sheet 
As on December 31. 1971 


Liabilities 

Rs. 

Rs. 

Assets 

Capital Accounts : 
Atmaram 

Balram 

40,000 

30.000 

70,000 

Current Account : 
Atmaram : 

Drawings 

Interest on 

Current Account : 
Balram: , 

Interest on Capital 
Partnership Salary 
2/5th share in 

Profit 

1.500 

3,000 

2.300 


Drawings 

Less Rs. 

3/5th share 
in Profit 3,450 

Interest on 

Less 

Drawings 5.000 

Interest on 

Drawings 

6,800 

5,100 

1.700 

1 

Capital 2,000 



1,700 


tt%?8SL*> side, but debit 

balance on the Assets side. 

ILLUSTRATIVE PROBLEM NO . 3 _ sharing Profits and Losses 

Road, Street and Lane are ■Tutnenm armg r monlh and 

you arc required to write up Pa«nm 1 ? and the Balance 


Sheet. _____ 

Particulars 

Road 

Street 

one 

--- 

Rs. 

Rs. 

Rs. 

Capital Accounts, Jan. 1,1971 

Additional Capital brought on July 1, 1971 
Current Accounts, Jan. 1. 1971 

Loan Account, Jan. 1, 1971 .. . 

(Interest for the year is not provided) 

10,000 

2.000 

860 

8,000 
2,000 
(Dr.) 440 
2,000 

3.000 

1,000 

108 


S° Ut i^*Current Accounts are given. Hence Capitals arc fixed. 

2 '. If the nature of balance (».*., whether Dr, or Gr.) is not given. 
Current Account balance should be taken as Cr. balance. Here. 
Road and Lane’s Current Accounts will be Credit Balances but Street s 
Current Account is Debit Balance.- (It is ctearly given so.) . 

3. Rate of interest on Loan is not given. Hence according to 
the Act, interest at 6% p.a. must be charged. 
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Cr. 


-—-—■ ' 

■ 

Road 

Street 

Lane 


Road 

Street 

% 

Lane 

■- 

Rs. 

Rs. 

Rs. 

1-1-1971 

Rs. 

Pi 

Rs. 

31-12-71 

To Balance 
c/d 

12,000 

10,000 

4,000 

By Balance 
b/d 

1-1-71 

10,000 

8,000 

3.000 




„ Cash A/c 








(Add. 

Capital) 

2.000 

1 f non 

2.000 

10.000 

1,000 

4,000 


~\2fi00 

10,000 

4,000 

1-1-1972 

.— — = — 







„ Balance 
b/d 

12,000 

| 10.000 

| 4,000 


Note* 


ft 


The closing balances on Capital Accounts are d.fferent 
r their opening balances. This is on account of 
additiona^capital'invested and not because ofanv adjust- 
ments for partnership terms. 


(2) Interest on Capitals are 


(•) 

W 




Road 

Street 

Lane 


Rs. 

Rs. 

Rs. 

@ 5% p.a. on Opening Balance 
for 12 months 500 

400 

150 

@5% p a. on additional 
Capital for 6 months, from 
1-7-71 to 31-12-71 

50 

50 

25 

Total 

550 

450 

175 


Interest on Drawings is calcucated on monthly balance 
basis under pioduct method as follows : 
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Date of 

Dr a wing 

In case of Road 

In case of Street Sc Lane 

Months 
up to 

31-12-1971 

Amount _ 
Drawn 

Product 

Months 

upto 

31-12-71 

Amount __ 
Drawn 

Product 



Rs. 

Rs. 


Rs. 

Rs. 

*1-1-71 

11 

100 

1,100 

11 

80 

880 

28-2-71 

10 

100 

1,000 

10 

80 

800 

>1-3-71 

9 

100 

900 

9 

80 

720 

30-4-71 

8 

100 

800 

8 

80 

640 

31-5-71 

7 

100 

700 

7 

80 

560 

30-6-71 

6 

100 

600 

6 

80 

480 

31-7-71 

5 

100 

500 

5 

80 

400 

31-8-71 

4 

100 

400 

4 

80 

320 

30-9-71 

3 

100 

300 

3 

80 

240 

31-10-71 

2 

100 

200 

2 

80 

160 

30-11-71 

1 

100 

100 

1 

*0 

80 

31-12-71 

0 

100 

000 

0 

• 

80 

00 


Total product—6,600 

Total product— 

5,280 


Now the interest will be at '5% on Total Product X for one 


month, or Total Product X Rate of Interest X One month 
= 6,600X tSo X $y=Rs. 27*50 for Road (taken as Rs. 28). 
—5,280 X T 8oXTi = Rs. 22 each for Street and Lane. 


HXUSTRATIVE PROBLEM NO. 4 

X Y and Z started business in Partnership on 1st January, 1970 
and their accounts prepared for the year 1970 showed a profit of 
Rs 50 400. This was credited, in agreed proportion of 3 : 2 : 1, to 
Partners’Capital Accounts, which then have credit balances of X : 
Rs. 75,200, Y : Rs. 55,800 and Z : Rs. 30,400. 

After closing the books it was realised that the Deed of Partner- 
shiD required Interest on Capital and Drawings to beJ>rovided at 
5 °/ P p a* Drawings for the year had been Rs 20,000 by X, Rs. 16,000 
by y P and Rs. 6,000 by Z, on which Rs. 480, Rs. 380 and Rs. 240 
should have been charged for interest. 

Show by journal entries how you would adjust the accounts 
concerned in accordance with the Partnership Deed. Give Capital 
Accounts of Partners. 


Solution and Notes : 

Since Current Accounts are not mentioned,.Capital Accounts 
are Fluctuating. 
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i a 19 - 1 Q 70 and then the balances on 

The books rSoO and * Rs. 30,400. 

Capital Accounts are X, Rs. 75,200, , - . have bce n 

It means that these balances are after (•) The D g ^ 

deducted and (6) The share of £ e £ go back and 

wpuld 

be as under : 


Sawings' deduced from openmg balances 

Less Share of Profit Added in opening 

(ti^Rs. 50,400 in the ratio of 3 : 2 : 1) 

Capitals, on 1-1-1970 


X 

Y 

RS. 

Rs. 

75.200 

55,800 

20,000 

16,000 

- _ - 

95,200 

71,800 

25,200 

16,800 

"70,000 

55,000 

* 


Z 
Rs. 

30.400 
8,000 

38.400 


8,400 

30,000 

-r 


Profit of Rs. 50,400 given in the problem ^ 

the adjustments in respect of Interest on Cap.tal and Drawmgs. 

. • I J_a 



Profit before adjustments 

Add Interest on Drawings 


AT—Rs. 480 
y-„ 380 
Z- „ 240 


Less Interest on Capitals : 

X (Si 5% p a. on Rs. 70,000 ^ 
Y 4lb- .. 55.000 
Z -do- 30,000- 


Net Divisible Profits 


Rs., 

3,500 J 

2,750 

1,500 


Credited to X- 3/6 
X—2/6 
Z—1/6 


21,875 

14,583 

7,292 


1,100 

51,500 

7,750 

43,750 


43,750 


Now, adjustments in respect of (a) Interest on Capitals, (6) 
Drawings and Interest on Drawings and (c) Net Profit are to be made 
to these opening balances of Capitals as under : 
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1Z 

Dr. (Revised) Capital Accounts Cr. 



.. X 

Y 

z 


X 

y .l 

Z 


Rs. 

Rs. 

Rs. 


Rs. 

Rs. 

Rs. 

To Drawings 

20,000 

16,000 

8,000 

'By Balance 






b/d 

70,000 



To Interest 




By Interest 




on Drawings 

480 

380 

240 

on Capital 

3,500 

2,750 

1.500 

To Balance 




By P. & L. 



c/d 

74,895 

55,953 

30,552 

lAppr ) A/c 

3:2:1 

21,875 

14,583 

7.292 


gg 

72,333 

38,792 

By Balance 

95,375 

72,333 

38,792 





b/d 

74,895 

55,953 

30,552 


If Revised Capitals, after adjustments, are compared with the 
capitals given in the problem, the following results may be obtained. 
The Journal Entries should be passed only to record these results 
instead of wasting time in passing entries for all the required 
adjustments. 

Dr. Comparison of Capitals Cr. 


X 

Y 

Z 

Before 

A Jjust- 
men t 

After 

Adjust¬ 

ment 

Differ. 

encem 

Before 

Adjust¬ 

ment 

After 
Adjust- . 

ment 

Differ¬ 

ence 

Before 

Adjust¬ 

ment 

After 

Adjust¬ 

ment 

Differ. 

ence 

75,200 

(Cr.) 

74,895 

(Cr.) 

305 

(Cr.) 

55,800 

(Cr.) 

1 

55,953 

(Cr.) 

153 

(Dr.) 

30,400 

(Cr.) 

30,552 

(Cr.) 

152 

(Dr.) 


Thus, before adjustments, X has received Rs. 305 more and T 
and Z have received Rs. 153 and Rs. 151 less respectively. This can 
be adjusted or corrected by means of the following entry : 

JOURNAL 


1970 
Dec. 31 

X's Capital Account Dr. 

Rs. 

305 

Rs. 


To X's Capital Account 
„ Z' s Capital Account 

153 

152 



Excess credit to X's Capital Account transferred 



to Y and Z on account of adjustment as 
per Partnership Deed Provisions. 




Alternatively, the capital Accounts would be as under : 

























19 

Dr. 


PARTNERSHIP—I (FINAL ACCOUNTS) 
Partners* Capital Accounts (As Adjusted) Cr * 


To Capital 

a io r 

z 

To Balance 
c/d 


Rs. 

153 

152 


74,805 

75.200 


Rs. 


Rs. 


55,953 

55,953 


30,552 


30,552 


By Balance 
b/d 

By Af’s Capi¬ 
tal A/c 


By Balance 
b/d 


Rs. 

75,200 


75, 200 
74,895 


Rs. 

55,800 

153 


Rs. 

30,400 


55,953 

55,953 


152 


30.552 

30.552 


FINAL ACCOUNTS IN PARTNERSHIP 

Final Accounts (viz., Trading and Profit and Loss Account) and 

SSSJSS s. s “ 

the end. 

ILLUSTRATIVE PROBLEM NO. 5 ,. , . „ fit _ : n 

S. Smart and D. Dull were in partnership, 
proportion of 3/4 a .d 1/4 respectively. The partnership agreemcn 

provided as under : 

(1) That D. Dull is entitled for a salary of Rs. 325 p.m. 

(2) - That each partner should receive 5% interest on his 


capital. 

Following is the Trial Balance extracted 
Firm as on 31st Dec., 1971 : 

S. Smart’s Capital (Fixed) 

D. Dull’s Capital (Fixed) 

S. Smart’s Current Account 
D. Dull’s Current Account! 

Land and Buildings (1-1-1971) 

Additions to Buildings (1-7-1971) 

Machinery and Equipment 
Salaries and Wages 

Fixed Deposits in Bank @8% (1-4-71) 

Motor Vans 
Office Expenses 
Purchases and Sales 
Carriage Inwards 
Returns 

Bad Debts W ritten off 
Reserve for E,oubtful Debts 
Sundry Debtors and Creditors 
Rent for 14 months 


from the books of the 


1 , 00,000 

50,000 

10,000 

8,000 


50,000 

10,000 

40,000 

15,000 

25,000 

20,000 


2,000 

2,20,000 

2,80,000 

5,000 


2,000 

2,000 

4,000 

1,500 

32,800 

18,000 

1,100 
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Loan at 10% p.a. (1-7-1971) 

Printing and Stationery 
Miscellaneous Income 
Cash in Hand 
Petty Cash 
Cash at Bank 
Travelling Allowances 
Stock on 1-1-1971 

Insurance (for the year ending 30-4-72) 

Commission on Sales 

Advertisement and Samples 

Carriage Outwards 

Furniture and Fixtures 

Bills Receivable and Payable 


1.500 

1,000 

50 

4,050 

2.500 
10,000 

1.500 
18,000 
12,000 

3,000 

20,000 

10,000 


20 

10,000 

2,000 


25,000 


Total Rs. 


5,08,500 


5,08,100 


Prepare Trading and Profit and Loss Account for the year 
ending 31st Dec., 1971, and Balance Sheet as on that date after taking 
into consideration the following : 


(1) Closing Stock on 31st Dec., 1971 was valued at Rs. 40,000. 

(2) Goods worth Rs. 5,000 taken by S. Smart for personal use 
vjere not entered in the books of accounts. 


(3) Goods worth Rs. 10,000 were destroyed by fire on 15th 
Dec., 1971. The Insurance Company agreed to pay Rs. 8,000 in full 
settlement of the claim. 


( 4 ) Salaries include Rs. 1,000 paid to an employee as an 
advance for 1972. 

(5) Provide for depreciation at 10% on Land and Buddings ; 
at 5% on Furniture; at 20% on Motor Van and at 15% on 

Machinery and Equipment. 

(6) Write ofT Rs. 800 further Bad Debts and raise Reserve for 
Doubtful Debts to 5% of Sundry Debtors. 


Solution and Notes 


In fact preparation of Final Accounts in Partnership is revision 
of what the student has studied earlier. The Final Accounts are^to e 
prepared on the same lines as in Sole Proprietorship or m Single 
Entry System discussed in preceding pages. 


stock ( 1 - 1 - 71 ) 

Purchases 
” Less Returns 

Less Goods used 
privately 
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M/S. S. SMART AND D. DOLL 

Tradios Account _ rr 

For the year endin g 3lst Dec., 1971 __J 

| I0,0<H) | By Sales.__ 2.80.000 ^ 


2,20,000 

4,000 

2,16,000 

5,000 2,11/ 


Less Returns 

„ Stock Destroyed 
, Stock (31-12-71) 


gAWA'r''* Loj^ 


|3.28.000| 

-P^fiTaml Loss Account 

For the yea r ending 31-12-1971^ 


To Series & Wages 1 
Less Paid in Adv. 

„ Rent (for 11 
months) 

Add Outstanding 

„ Office Exps. 

;; Printing & Stationery 
,, Insurance 
Less Prepaid 
(for 4 months) 

„ Travelling Allowance 
tt Advertisements and 
Samples 

fi Carriage outwards 
Commission on Sales 
. Interest on Loan 
„ Bad Debts 

Add Further Bad 
Debts 

Add New R.D.D. 

Less Old R.D.D. 

. Lo c s by Fire 

" ( 10 , 000 — 8 , 000 ) 


15,000 

1.000 


1.100 

100 


1.500 


2,000 

800 

1.600 

4,40tt 

1,500 


By Gross Profit 
14 000 "r Interest on Fixed 
* Deposits in Bank 

@ 8% for 9 months 
„ Misc. Income 

1,200 I 

2,000 I 

1,500 


1.000 

2,500 

12,000 

3,000 

18,000 

500 


2,900 


2,000 


V 


EffifSfSa. >oy. ,.sco 

S I6Sm 

Machinery 15% 6.000 16,500 


, Profit Transferred to 
P. & L. (Appr.) A/c 


28,400 


10,000 

40,000 


3,28,000 


Rs. 

1 , 02,000 

1,500 

• 2,000 


1,05,50 f> 
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Profit aud Loss Appropriation Account 


To Inrerest on Capital 
S. Smart 
D. Dali 


5,000 

2,500 


„ Salary to D. Dull 
@ Rs. 325 p.m. 

„ S. Smart’s Current A/c 
3/4 of 17,000 
D. Dull’s Current A/e 
1/4 of 17,000 
(N.P. Transferred) 


Capital A/cs 
S. Smart 
D. Dull 


Current A/c 
S Smart 
Add ini. on 

Capital 
Add N.P. 3/4 


Less Goods 
drawn 


Current A/c 
D. Dull 
Add ini. on 
Capital 
Add N.P. 1/4 
Add Salary 


Loan at 10% 


Sundry Creditors 


Bills Payable 


Outstanding 
Interest on 
Loan 

Rent for one 
month 



Rs. 

28,400 


28,400 


M/S. S. SMART AND D. DULL 

Balance Sheet 
As on 31-12-1971 


1 , 00,000 

50,000 1,50,000 


Land & Bldgs. 
Additions to 
Bldgs. 


10,000 


Less Depr. 10% 


5,000 

12,750 


Mach. & Equip. 
Less Depr. 15% 


i 27.750 


5,000 22,750 


Motor Vans 
Less Depr. 20% 


8,000 


Furniture and 
Fixtures 
Less Depr. 5% 


2,500 

4,250 

3,900 


18,650 


Bills Receivable 
Sundry Drs. 

Less B. Debts 


10,000 


Less New R.D.D. 


18.000 


25.000 



Stock 

Insurance Co. 
(Claim admt.) 

Fixed Deposit 
Outstanding Interest 
Cash at Bank 
Cash in Hand 
Petty Cash 
Prepaid Exps. 
Salary 
insurance 


Rs. 

50,000 


10,000 


60,000 

5,500 54,500 


40.0C0 

00 34,000 


20,000 



16,000 


19,000 


10,000 


32,000 

1,600 30,400 


40,000 
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Interest on Capital and Salary to partner are adjusted in 

S^s&SSER-are 

half year. »n non of which Rs. 8,000 is receiv- 

S ablc k from r0 I^uranc e Co., Rs. 2,030 being i,recoverable, 
transferred to P. & L Account. 

Interest on Loan at 10% for six moths is Rs. 500. 

r n. I rqO is! paid for the year ending 30tli 
S a ?972 L^for ’the fo^month. of 1972. Thus 1/3- 
( 4 / 12 )—Rs. 500 insurance is paid in advance. 

Rent for 11 months is Rs. 1,100. Thus for one month it 

mu$t ^,.rrr ding - **** 

ILLUSTRATIVE PROBLEM 1«>■ unt Trading and Profit and Loss 
Prepare Mamifecmrii* A followingTrial Balance extract- 

- SS of M,» Ahoj, ,od Bhatia. 
ea ,ru ‘ Trial Balance 

As on 31-12-1969 _ 


Notea : 

(0 

( 2 ) 


(3) 

(4) 

(5) 

( 6 ) 


Debit Balances 


Opening Stock 
Raw Materials 
Work-in-progresa 
Finished Goods 
Power 

Plant and Machinery 
Freight Inwards 
Repairs to Plant 
Freight Outwards 
Rent—Factory 
Salaries-Factory 
Sa laries—Office 
Rent-Office 
Purchases 
Wages 

Sundry Trade Expenses 
Sundry Debtors 
Office Furniture 


Rs. 


8.400 

8.400 
11,500 

800 

50,000 

2,000 

1,000 

400 

6,000 

2.400 
12,000 

3.000 

80,000 

8.000 

15.000 

30,000 

10,000 


2,48.500 


Credit Balances 


Rs. 


Capital A/cs 
Ahuja 
Bhatia 

Current A/cs 
Ahuja 
Bhatia 

Sundry Creditors 

Discounts 

Sale of Finished Goods 
Sale of Scarp 
Bank Overdraft 


40.000 

20 , 000 . 


3,000 

7,000 

10,000 

1,000 

1,57,900 

3,000 

6,600 

2,48,500;. 


Adjustments : 

(I) The Stock on 31-12-1969 was 
Raw Materials 
Work-in-progress 
Finished Goods 


Rs. 

7,800 

6,000 

12,500 
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(2) Depreciate Furniture by 5% and Plant by 10%. 

(3) Allow 5% Interest on Partners’ Capital Accounts. 

(4) Bhatia is entitled to a salary of Rs. 900 p.a. 

(5) Make Provision for Bad and Doubtful Debts on Debtors 
@ 5%. 

'Solution and Notes : 

M/S. AHUJA AND BHATIA 
Manufacturing Account 

For the year ending 31st Dec., 1969 


To Opening Stock 

Raw Materials 8,400 

Work-in-progreis 8,000 

„ Purchase of Raw 
Materials 
»* Power 

„ Freight Inwards 
„ Salaries (Factory) 

»* Rent (Factory) 

„ Wages 

Repairs to Plant 
Depreciation on Plant 



By Sales of Scrap 
„ Closing Stock 
Raw Materials 
Work-in-Progress 


7,800 

6000 


, Cost of production 
(Transferred to Trading 
Account) 



Notes : 


(1) All expenses of production including depreciation and 
repairs of machinery, factory buildings, etc., should l»e 
charged to Manufacturing Account. 

(2) Alternatively, Sale of Scrap and Closing Stock of Raw 
Materials and Work in Progress can be deducted, on the 
Debit side instead of writing on credit side. 

(3) Stock of Finished Goods has nothLig to do with litis 
account. 

Trading Account 

For the year ending 31st Dec., 1969. 


To Stock of Fin. Goods 
„ Manufacturing Account 
Cost of Production 
... Gross Profit 


11,500 I By Sale of Finished Goods 


1,04,800 

54,100 


1 70.400 


Rs. 

1,57,900 


Stock of Finished Goods 12,500 
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Profit and Loss Account 
For the year ending 31st Dcc. f 1969 


To Salaries (office) 

„ Sundry Expenses 
„ Rent (office) 

„ Freight outward 

Provision for Doubtful 
” Debts 

„ Depreciation on Furni¬ 
ture «... 

„ Interest on Capital ^ 

Abuja 7 

Bhatia 1 


Salary to Bhatia 
” N.P. Transferred 
” Ahuja*« 1/2 
Bhatia=l/2 


2,000 

1,000 


9,400 

9,400 


Rs. 

12,000 By Gross Profit 
15.300 „ Discount 

3,000 
400 

1,500 

500 

3,000 

900 

18.8C0 

~55 t \00 


Rs. 

54,100 

1,000 


55,100 


M/S. AHUJA AND BHATIA 
Balance Sheet 

As on 31st Dec.. 1969 


Rs. Amount 



Note : Interest on Capitals and Salary to Partner are directly 
adjusted in Profit and Loss Account instead of opening a separate 
Profit and Loss Appropriation Account. 
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l. 


2 . 

3. 


4 . 


3 . 


6 . 

7 . 

3 . 

9. 


Exercise VII 

(а) Define Partemcrship and state its main features. 

(б) State whether the following ttatements are correct or not: 

(») Partners must do only legal business. 

(m) Current accounts cannot be opened when the Capitals are 
fluctuating. 

(m) The liability of a partner is always limited. 

(iv) The right to share profits is enough proof of one being a 
partner in the firm. 

(t>) There must be at least three persons to focm a partnership. 
(vi) A minor can be a partner in the firm. 

(tut) Partnership arises from status. 

What is “Partnership Deed” ? What are its contents ? 

(а) State the provisions in Partnership Act, 1932, relating to 
partnership accounts, if the Partnership Agreement is absent. 

(б) In absence of the specific partnership deed, state what is 
correct in each of the following cases : 

<o) A partner who works for the firm »• entitled/ia not entitled 
for a salary. 

{&) A partner whose capital is more than others capita), ia 
eligible/ia not eligible for 6% interest on his excess capital. 

'(c) Partners share profits and losses in proportions to their 
capitals I equally. 

A partner ia entitled/ia not entitled to receive 6% interest on 
his loan given to the firm. 

(c) The capitals of the partners must always be/need not be in 
proportion to their profit sharing ratio. 

What do you understand by “Fixed Capitals” and “Fluctuating 
Capitals” ? 

State the difference, if any, between (a) “Capital Account** 
and “Drawings Account” (6) Profit & Loss Account and Profit 
and Loss Appropriation Account. 

How would you adjust salary due to a Partner ? Is a Partner 
entitled to any salary ? 

How are profits and losses shared in partnership firm ? Has 
profit-sharing any relation with contribution of capitals ? 

Can a partner advance sums to the Firm apart from his capital 
contribution ? What is his position in respect of such loans ? 

What information is conveyed by “Fluctuating Capital 
Account” ? 


10. Give the entries to record (a) Interest on Partners’ Capitals and 
(6) Interest on Drawings. 
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Problems on Distribution of Profits etc. 

S J 1 ” ^ 

private purpose. 

partners. . 

(Hint • (1) No interest should be charged on DrawmgsJ 

(Ans : Divisible profits Jto. 15,000 ; Maiva's Capital 
1 Rs. 45fl00 and Naina s Capital Ra. 38,1)1)0) 

12. Ram and Shyam entered SoOO * ^pectijcly'. 

Sliyarn^^ttoduced additional' capi.al of Rs- S.QOO on \st Oct. 

1971. For the six months ending 31st Dec., 1*/ 1 , tney mau 
nrofit ofR*; Till before allowing Interest on Capitals at 
ilf interfst oY drawings at 6% "and commission to Shri 

Shyam Rs. 1,300. They withdrew during six months wrtir 
JJSar intervals Rs. 2,000 and Rs. 1,200 respectively. 

PrcD ire Profit and Loss Appropriation and Accounts of the 
{Sere as on 31 December, 1971 with (a) Fixed Capitals and 
(6) Floating Capitals. 

[Hint : (1) Interest on Drawings should be taken at half the 
9 rate on an average since the period is not mentioned 

(2) Interest on capital should be calculated with refer¬ 
ence to Months.l 


TAns. (a) Fixed Capital Method : Ram 8 Current Account Rs. 
1,300 ; Shyam'8 Cuirent Account Rs. 3,277. 

(b) Fluctuating Capitals : Ram Rs. 11,300 and Shyam 
Rs. 10, 277.) 

13 Alpha and Bravo started business with 1 Capital of Rs. 15,000 
each on 1st January, 1970. Alpha is to have a salary of 
Rs 150 p.m. Interest is to be allowed on Capitals and charged 
on Drawings at 6%. Profits are to be distributed in 3 : 2 after 
the above noted adjustments. 

During the year Alpha withdrew Rs. 6,000 in twelve equal 
instalments each at the beginning of every month whereas. 
Bravo withdrew Rs. 6,000 in twelve equal instalment each at 
the end of every month 


PPA-II/20 
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The profit for the year before allowing for the terms of partner¬ 
ship came to Rs. 13,255. Assuming the Capitals to be fixed, 
prepare Profit and Loss Appropriation Account and the accounts 
relating to partners. 

[Hints : (1) Interest on Drawings should be taken a half the 
rate on Product Method. 

(2) Profit and Loss Appr. Account should be prepared 
to make the adjustments in respect of Interest on 
Capitals and on Drawings and Salary.] 

[Ans. : Revised Profit Rs. 10,0 15 ; Interest on Drawings : Alpha 
Rs. 195 and Bravo Rs. 165 ; and adjusted Capitals : Alpha 
Rs. 17,514 ard Bravo Rs 13,741 ; Current Accounts : Alpha 
Rs. 2,514 (fir). Bravo and (Dr.) Rs. 1,259.] 

14. R-, S, And T started business in Partnership on 1st January, 
1972 and their accounts prepared for the year 1972 showed a 
Profit of Rs. 25,200. This was credited to the Partner’s Capital 
Accounts In }, i and } respectively. With the transfer of this 
profit, th«ir capitals appeared at R : Rs. 37,600 ; S : Rs. 27,900 ,n 
and T : Rs. 15.200. 

However, it was realised later on that the adjustments in respect 
of Interest on Capitals and on Drawings at 5% as per Partner¬ 
ship Deed, were not carried out. 

Pass journal entries to make the above adjustmerits and show 
the adjusted Capital Accounts assuming that the Drawings of 
the partners were : R : Rs. 10,000 ; S : Rs. 8,000 and T : 
Rs. 4,000 and interest thereon as calculated was Rs. 240; 
Rs. 1P0 and Rs. 120 respectively. 

[Ans : Revised Profit Rs. 21,875 and AdjusUd Capitals 
R : Rs. 37,447.5 ; & : Rs. 27 f 76.5 ; T. Rs. 15,276.] 

Problems on Pinal Accounts 

15. Alwin and Bajaj are carrying on business in partnership 
sharing profits and Losses equally. From the following 
balances and undermentioned particulars, prepare a Trading 
and Profit and Loss Account for the year ended 31st Dec., 1971 
and also the Balance Sheet as on that date. 
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Purchases 

Rs. 

- 31,200 

Repairs and Renewals* 

-• Rs. 
660 

Buildings 

6,000 

Cash in Hand 

150 

Sales 

49,600 

Cash at Bank 

2,000 

Rates and Taxes 

400 

Electricity 

560 

Discounts Allowed 

500 

Stock 

4,600 

Sundry Debtors 

8,000 

Trade Creditors 

2,000 

Sundry Expenses 

540 

Plant and Machines 

4,000 

Discount Received 

200 

Salary 

600 

Extension of Buildings 


Rent Received 

180 

(30-6-71) 

2,400 

Capitals : Alwin 

6,400 

Bad Debts 

70 

Bajaj 

6,000 

Bills Payable 

5,000 

Current Accounts : 

500 

Bills Receivable 

4,000 

Alwin (Cr.) 

Wages 

3,600 

Bajaj (Cr.) 

Furniture and Fixtures 

400 

1,000 


Adjustments : 

(1) Stock on 31st December, 1971 was valued at Rs. 2,400. 

(2) Bad Debts Reserve to be created at 5% bn Debtors. 

(3) Provide 2% on Debtors for Discount Renerve. 

(4) Bajaj is to be allowed commission at 10% of profits after 
charging such commission. 

(5) Depreciate Plant and Machinery by 10% ; Buildings by 
5% and Furniture and Fixtuscs by 74% p.a. 

(6) Salary was outstanding for November and December, 1971 
at Rs. 60 p.m. 

(7) Rates and Taxes include Rs. 40 for insurance premium 
• paid for one year upto 31-3-1972. 

(8) Rent received was for 9 months to 30-9-1971. 

[Ans. : OP. Rs, 12,600 ; N.P., Rs. 7,466 ; and B/S Rs. 28,633 .] 

16. M/s. A and B are in partnership as chemical manufacturers. 
Profits and Losses are divided in the proportion of J and i. 
Under the Deed of Partnership, the following adjustments are 
necessary before dividing profit : 

(1) Interest on Capital is to be allowed at 5%. 

(2) 10% Depreciation is to be written off on Machinery and 
Plant and Furniture. 

(3) 5% provision is to be xrtfkde for Bad and Doubtful Debts. 
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On 31st December, 1967 the ledger balances were as under : 


Rs. 

Purchases 63,000 

Furniture 3,250 

Repairs 858 

Freight Inwards 312 

Allowances from Crs. 2,420 

Goal 4,404 

Gas and Water 302 

Machinery and Plant 25,000 

Wages 6,221 

Land and Bldgs. 13,840 

Stock (1-1-67) 25,220 

Sundry Creditors 3,860 

Insurance 265 

Bad Debts 341 

Bad Debts Provision 

(M-67) 385 



Rs. 

Advertising 

- 982 

Advertising Suspense 

5,800 

Cottage Rent Received 

117 

Cash in Hand 

325 

A's'Capital 

59,400 

B’s Capital 

30,000 

A*s Drawings 

4,250 

IPs Drawings 

2,050 

Salaries 

3205 

Sundry Debtors 

7,940 

Sales 

74,441 

Cash at Bank 

2,185 

Rent, Rates and Taxes 

873 


Stock was taken as on 31-12-1967 at Rs. 30,342. It was also 
agreed to write off half the Advertising Suspense Account and 
to transfer to Buildings Account Rs. 3,000 from Purchases 
Account and Rs. 250 from Wages Account representing cost of 
material and labour on new Building erected during the year. 

Prepare Final Accounts and Balance Sheet. 

[Ana. : Q.P. 8.574 ; N. Loaa Rs. 5,620 and B/S 85,810.] 

17. Chandrakant and Dmkar were in Partnership sharing Profits and 
Losses in proportion of 3 : 2 respectively.. The Partnership 
Agreement inter alia provided.: - • 

1. That Dinker.should receive a salary oT Rs. 250 p.m. 

2. That Interest at 5% p.a. should be allowed on Capitals and 
should be charged at 5% on Drawings. The following is the 
list of balances drawn from*, books of Partnership as on 31st 
December, 1971 : 
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Debit Balances 
Chandrakant’s Drawings 
Dinkar *s Drawings 
Office Furniture 
Purchases 
Oil and Fuel 
Rent, Rates, Insurance 
Wages 
Cartage 

General Expenses 
Travelling Expenses 
Sales Returns 
Advertisement 
Plant 

Stock (1-1-1971) 

Debtors 
Commission 
Accountancy Charges 
Bills Receivable 
Cash in Hand, 

Cash at Bank 
Office Salaries 
Motive Power 
Goodwill 


Rs. 

2,900 

3,000 

1,800 

30,800 

1,700 

2,500 

13,200 

1,100 

870 

1,340 

1,300 

1,875 

17,500 

8,600 

30,600 

1,260 

1,000 

18,000 

285 

15,000 

6,800 

2,400 

8,000 

1,71,830 


Credit Balances 
Chandrakant’s Capital 
Dinkar’s Capital 

(Rs. 5,000 introduced 
on 1-7-1971) 
Purchases Returns 
Sales 

Bills Payable 
Sundry Creditors 
Discount 

Reserve for Doubtful 
Debts 

Reserve for Discounts 


Rs. 

30,000 


25,000 

1,500 

75,000 

12,000 

18,200 

2,130 

4,060* 
3,040' 


1,71,830 


Adjustments : 

( 1 ) On 31st December, 1971 the Stock on Hand was valued 
at Rs. 1J ,400. 

(2) Write off Rs. 400 from office Furniture and 10% off on 
Plant as Depreciation. 

(3) Wages oustanding Rs. 400 and Insurance prepaid Rs. 375. 

(4) They agreed to bring down the Goodwill to Rs. 6,000 and 
decided to provide for Doubtful Debts at 10%. 

(5) There was no need for Discounts on Debtors any more. 

(6) Interest on Drawings—Ghandrakant Rs. '60 and Dinkar 

. Rs. 75. 

* 

You are required to prepare Trading and Profit and Loss 
Account for the year ending alst December,. 1971 and Balance Sheet 
as on that date. 

[Ana. : O.P. 28,400 ; N.P. Rs. 10,560 ard B/S Its. 95,750 .j 

18. Asha and Nirasha arc partners sharing profits and losses, 
equally. You ate required to prepare their Trading and 
Profit and Loss'Account for the year ended 31st December, 
1970 and a Balance Sheet as on , that date after makin'* 
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necessary adjustments. The following is a Trial Balance 
extracted from the books : 


Debit Balances 

Rs. 

> Credit Balances 

Buildings 

70,000 

Asha’s Capital 

80,000 

Plant and Machinery 

60,000 

• 4 


Furniture 

16,000 

Nirasha’s Capital 

1 >00,000 

Sundry Debtors 

28,800 

Reserve for Discount on 


Returns Inwards. 

6,000 

Debtors 

1,800 

Sundry Expenses 

2,600 

Loan From Luck 

30,500 

Printing and Stationery 

1,500 

Sales' 

1.&0.000 

Insurance Cliarges 

1,600 

Sundry Creditors 

• 30,000 

Bad Debts 

1,400 

Reserve for Bald Debts 

2,000 

Salaries 

19,300 

Returns Outwards 

3,700 

Purchases 

98,000 



Gash at Bank 

25,800 



Stock (1-1-70) 

20,000 



Carriage Inwards 

2,500 



•Legal Charges 

500 



Asha’s Drawings 

8.000 



Nirasha*s Drawings 

6,000 




3,68,000 

—4--—-- 

3,68,000 


Adjustments : 


(o) The Stock on 31-12-1970 was valued at Rs. 44,000. 

(6) On 24th December, 1970, Stock of the value of Rs. 6,000 
was stolen. The Insurance* company admitted the claim for 
Rs. 4,000 only and paid the amount on 7th January, 1971. * 

(e) Goods worth Rs. 4,000 were received on 31st December, 
1970 and were included in the closing stock, , but the purchase 
invoice was emitted to be entered in the^books. 

(d) The partnership firm distributed goods worth Rs. 1,500 as 
free samples and Asha withdrew the goods worth Rs 3,00J for perso¬ 
nal use, but no record was made for the same in the books. 

(e) Of the Sundry Debtors Rs. 800 were bad and should be • 
written off. . 

(./) Make reserve for Discounts at 5% on .Debtors and 
Creditors. ; 

( g) Depreciate Plant and -Machinery by 10% and Furniture 

by *%• 

[Hints : (i) Nothing is mentioned about creation of Reserves for 
Bad and Doubtful Debts. Therefore, it should be 
assumed that the provision already made is just sufficient 
even for the current, year. In other words. Old 
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_ _ r- n m n ooo should be cancelled and New 

should 1,6 

rAns .^7,700; w.* *' "»**>-* BIS *'■ 2J7 ’ 700] 

Problem-on M-mrf.ct-ring M^ ^ and #tyfc of 

,9 ‘ SSrtKiSSSSr « Electric Tubes and Electric Bulbs 

manufacturers. , .. .« » 

I or R, 6,000 ,od 

(5) “ P'-P"" 1 ”™ ° f 60% " R * vl 

Rirt, „ •• 31.. Poo- >67! ., ». ■»*»_= 


Debit Balances 


Ravi’s Drawings 
Kiran’s Drawings 
Land & Buildings 
Sundry Debtors 
Plant & Machinery 
Purchases 

Raw Materials 
-Stock (1-1-1971) 

Raw Materials 
Finished Goods 
Work-in-progress 
Salary to Works 
Manager 
Advertising 
Office Rent and 
Insurance 

Printing & Stationery 
Carriage Inwards 
Carriage Outwards 
Mfg. .Wages 
Discount Allowed 
Factory Rent, Taxes 
Factory Expenses • 
Bad Debts 
Cash at Bank 
Cash in Hand 
Office Expenses 


Rs Credit Balances 


22.000 Ravi’s Capital 

15,500 Kiran’s Capita! 

3 0 000 Sundry Creditors 
61*800 Sales less Returns 
60,000 Discount Received 

Reserve for Doubtful 

1,25,000 1 Dcbts 

12,000 

54,000 

8,000 

11,000 

6,000 

9,600 

1,800 

3,800 

2,900 

87,000 

4.200 I 

7.500 

9.500 

1.500 
25,900 

3.200 

7.200 

* 400 


90,000 

60.000 

70,400 

3,43,000 

3.500 

2.500 


5,69,400 
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5H 

Prepare Manufacturing, Trading and Profit & Loss Account 
for the year ending 31st Dec., 1971 and the Balance Sheet a* o n 
that date after making following adjustments : 

(1) Outstanding Expenses were : 

(o) Factory Expenses Rs. 600 ; (6) Manufacturing w acy ^. 

Rs. 3,000 and (c) Salaries'of Works Manager Rs. 1,000 8 

(2) Write off Rs. 1,800 as Bad Debts and provide 5% Reset 

for Doubtful Debts. ° SCrvc 

(3) £t CI T Ciate u Land and Buildings by 3% and Plant and 

Machinery by 10%. a 

(4) Insurance prepaid was Rs. 800. 

(5) Finished Goods worth Rs. 1,800 were distributed as free 
samples for advertising purpose during the year but no 
entries in respect of the same were passed in the books of 


(6) Raw Materials worth Rs. 6,000 were purchased and receiv- 
on 29th Dec. 1971, are included in the closing stock of 

Ky Boo'k ri3 S bU ‘ HaVC n °‘ bee " CIUercd * n thc ^* urc hates. 


(7) Thc Stock on 31st Dec., 1971 was as follows : 

(а) Raw Materials Rs^ 14,000. 

(б) Work-in-progress Rs. 11,500. 

(c) Finished Goods Rs. 64,00.0. 


[Ans : GoU of Production Rs, 2^4,900; Gross Profit 
Rs. 99,900 ; Net Profit Rs. 46,200 and B/8 Rs. 2,59,5001 
20. M/s. Plastic Manufacturers, Delhi request you to prepare their 
Final Accounts and submit the following Trial Balance on 30th 
Sept., 1972. 


Credit Balances 

Rs. 

Debit Balances 

Rs. 

Gupta’s Capital 

60,000 

30,000 

Gupta's Drawings 

3,460 

Misra’s Capital 

Misra’s Drawings 

3,000 

25,000 

14,270 

1,250 

Bad Debts Reserve 


Land and Buildings 

(1-10-1971) 

2,470 

Plant & Machinery 

Sale of Finished Goods 

91,230 

Furniture & Fixtures 

Discount Received 

• 

120 

Garrirge on : 

Purchases Returns : 


Raw Materials 

3,320 

1,050 

21,470 

Raw Materials 

5,640 

Finished Goods 

Finished Goods 

2,820 

Mfg. Wages 

Sundry Creditors 

12,668 

Salaries 

4,67a 
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Sales Returns 
Bank Charges 
Coal, Gas, Water 

(Factory) 

Rates & Taxes (Factory) 


1,760 

138 

720 

810 


Raw Materials *8,000 

Finished Goods 14,160 

Bills Receivable , 

Octrio on Finished Goods 1,180 
Sundry Debtors 37,800 

Trading Expenses ° 1 V 


Stock on 1-10-1971 : 

Raw Materials 

Work-in-Progress 
Finished Goods 
Fire Insurance (Factory) 
Cash at Bank 
Cash in Hand 


2,0 »,948 


12,340 

7,450 

6,630 

490 

12,000 

1,850 

2,04,948 


K BaLce° S She A et as on 
2i%; on 

ESS - l°0%W d on Furniture and Fixtures 

m p'mvide Reserve of W on the Sunday Debtors for Bad 
Debts. 

(3) Carry Forward the following : ... 

(а) Fire Insurance Premium (Factory) Rs. Ko- 

(б) Rates & Taxes (Factory) Rs. 240. 

(4) Provide 5% commission payable to the Manager on the 
' Net Profit before charging his commission. 

(5) Stock on 30th September, 1972 was : 

(a) Raw Materials Rs- 14,150. 

(b ) Work-in-progress Rs. 7,080. 

'+,) Finished Goods Rs. 8,160. 

{Hint : (1) Carry Forward Expenses means expenses paid in 
advance.] 

{Ans. : Cost of Production Bs. 48 822 ; Gross Profit Rs. 28 608 
1 Net Profit Rs. 21,793 and Balance She+t Rs. 1,19 , 12S. | 




Partnership Accounts II 

(Admission of Partners) 


When additional capital or managerial *fflo r J*j 1 "'^“new 
in the cou* of expansion of a business, it is teualty 

partner or partners into Partnership Firms. The new part n 

invests additional capital. 

From the accounting point of view, admission of a new partner 
raises the following important matters : 

(I) Treatment of Premium or Goodwill. 

(If) Changes in the Profit-sharing Ratio. 

(ID) Revaluation of Aa.et, and LUbiUtfe. «* f «*“ ° ,d 
Firm before new partner is admitted. 

(IV) Re-arrangement of Old Partner.' Capital Ralm.ce. 
after admission. 

<I) GOODWILL OR PREMIUM 

taiKfeusr-sr as sss » 

•compensate the old partners either 

(o) by paying in cash for hi. .hare in Goodwill, or 

(6) toy allowing the old Partners Capital acconnta tO be 
raised ratcahly. 

•Methods af Valaing GoodwiU 

The Goodwill of any business, whether Sole Trading ° r 

a Firm or a Company, is generally determined bwffunmB. 

However, such a valuation may depend upon the merit and uie 
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circumstances of each case. Since, each business has its own special 4 
set of circumstances, it is quite difficult to have a fixed formula for L 
the valuation of the Goodwill. Therefore, at the time of valuing the ** 
Goodwill, the following points should be kept in mind : 

Factors Determining the Valac of Goodwill 

(1) Present Earning Capacity of the Business. 

(2) Results of the Operations of a few previous years. 

(3) The Future Projpects of the business. 

(4) Reputation and Location of Business. 

(5) Efficiency of Management and Employees. 

(6) Efficient advertising machinery, possession of Trade Marks 
etc. 

When valuation needed 

(1) Admission ; 

(2) Retirement; 

(3) Charge in Profit sharing ratio ; 

(4) Sale of Business ; 

(5) Amalgamation ; and 

(6) Dissolution. 

METHODS OF VALUATION OF GOODWILL 

(а) Purchase of Past Profits 

Goodwill is valued at an agreed number of years (two or three) 
of the average profits of a given number of-past years. Thus, when 
we say, Goodwill is valued at two years’ purchase of the average 
profits of past four years, it means average profits of four years are 
multiplied by two (two years* purchase) to ascertain the value of 
Goodwill. This is the most common method and followed widely, 
particularly in Partnership business. 

(б) Purchase of Soper Profits 

Super Profit is the difference (excess). between Average Annual 
Earning (Actual) of the business and the Expected or Normal Retnrn 
on Capital invested. Thus if the average annual profit of a business 
is Rs. 50,000 and the normal earning capicity of such a business is 
6% and further if the Capital invested is Rs. 8,00,000, then the super¬ 
profits would be 

Average Profits (Actual)—Normal Return on Capita 
= Rs. 50,000—6% of 8,00,000 
=Rs. 50,000-Rs. 48,000=Rs. 2,000. 

Goodwill wiil be valued at a certain number of years’ Durchasc- 
of such super profits. 
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. - ft»rr#>d or Implied Goodwill 

T haS f C thc A^ets Worth Rs. 1 , 00,000 along with the liabilities of 
rioo « taken over by a buyer for Rs. .,00,000, the GoodwUl 

would be : 

Purchase Price Less value of Business 

—Rs. 1,00,000—Rs. (1,00,000— 30 , 00 ® 

=Rs. 1 , 00 , 000 —70,000-Rs. 30,000. 

(i ) Valuation by Bargain or Arbitrary Valuation 

The value for Goodwill is decided by a direct bargain between 
* the buy cr and the seller. Such an amount is usually mentioned and 
a student is not asked to ascertain it. 


Accounting Treatment of GoodwUl on Admission 

There are two methods in which goodwUl can be accounted in 
the books on admission. 

(A) WHEN GOODWILL IS NOT APPEARING IN THE BOOM 

When new Partner pays for goodwill in cash, it is always equal 
to his share in the total Goodwill.. 

(t) Cash paid to old Partners outside tbs business or 
paid privately. 

(ii ) Cash paid through the Firm or business. 

Such cash received through the business may be : 

(o) retained in the business as additional working capital, or 

(6) withdrawn by old Partners either fully or partly. 

(Hi) Goodwill Raised in the. Books. When the new partner 
> • Qt pay in cash for -his share in goodwill, old partners’ Capital 

-counts will be raised rateably by raising or bringing in goodwill m 
the books and crediting the same amount to old partners’ capital 
accounts. In this case, goodwill must be recorded at its full value. 
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Such raising of goodwill can be made in the following three ways : 


1 - Goodwill Raised and Retained in the books at Full value. 

0 

2. Goodwill Raised and written off either fully or •partly . 

3. Goodwill Raised without opening Goodwill Account in the 
Books . 

(B) WHEN THE GOODWILL IS ALREADY APPEARING IN THE 
BOOKS 

When the gobdwill appears in the Balance sheet of old partners 
it is clear that it has been already recorded and the credit is given to 
the old partners to_that extent. As the goodwill is already valued 
and recorded in fact, a new partner is not supposed to contribute any 
thing for Iris share of goodwill. 

But sometimes, inspite of the existing record of such goodwill, a 
new comer brings cash towards his share of goodwill. This amount 
brought by the new partnef should not be considered as for goodwill 
as the goodwill is already recorded but it should be treated as his 
additional capital. However, if at all, such amount brought by a 
new comer is to be treated as goodwill, at.least the goodwill already 
raised in the books should be cancelled first and then only goodwill 
brought by new partner should be recorded. 

Thus when the goodwill is already appearing in the books and *eu> 
partner brings his share as well , then 

(a) amount brought by new partner should be treated 
as his additional capital ; or 

( b ) the orginal goodwill should be cancelled first and 
then the goodwill brought by newcomer should be 
recorded.' 
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(IV) When Goodwill a ppears at more than fall value _ 

Transa lions • 1 Journal Entries 
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0) Goodwill drawn by old partner, 
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(II) CHANGE IN PROFIT-SHARING RATIO 

On the occasion of admission, retirement etc., the profit sharing 
ratios of the partners are bound to change. For the adjustment of 
Goodwill, Profit or Loss ard other adjustments, it is essential to 
■calculate the (t) New Profit-sharing Ratios and (ii) Profit-sacrificing 
(losing) or Profit Benefit Ra .ios. 

■ Ratio and Proportion 

The Profit of the business is usually taken to be “unit or one’* 
•and share.of such parmcr in such unit profit is called as Proportion 
or Ratio. For the sake of convenience, the term Proportion means 
“Unit profit divided in fractions’*. Thus when we say, A and B are 
equal partners, their profit sharing proportions are A i and B J, i.c., 
.half of unit profit. Sometimes, instead of a term porportion, we use 
the term ratio. In fact there is no difference between Ratio and 
Proportion from accounting point of view. But when we mean ratio, 
the division of profit is denoted by integers and not by fractions. 
For example, when we say A and B are equal partners, their Ratio is 
1:1 and Proportion is i and J. Thus Proportion means \ and \ or 
4, § and k or $, J and i etc. and Ratio means 1 : 1 or 3 : 2 : I or 
Jil:l etc. 


’Change in Ratio on Admission 

When a partner is admitted, naturally the old partners have to 
give him a share in the “Unit or One” profit that was being shared 
by them earlier. Thus after admission, the old partners will not be 
left with “Unit” profit but they will have to share in th<? Remaimrig 
profit that is left after deducting new partner s share. This will 
mean, the profit-sharing ratio will have a change on admission. lhe 
old partners have to make sacrifice (or forego) if the new partner is 
to get a share in the future profits. 

ILLUSTRATIVE PROBLEM NO. 1 ( Change in Ratio ) 

A and B are partners sharing profits and losses equally. They 
admit C into partnership by giving him a fourth share in , fu ture 
profits. Find out new profit-sharing ratios of all partners and also 
sacrifice made bv A and B for C. 


Solution . 

1. A and Bare sharing "Unit" Profit equally which means 
unit profit divided between two partners equally. Thus the profit- 
sharing proportions between A and B are J and *. 

2/ On admission of ‘G’ they give him fourth share in future 
profits. Thus out of Unit profit when J is given to new tor tner, only 
| remaining for A and B. Now A and B will share this } remaining 
profit equally, i.e., |-r2 = f each. Thus their new profit-sharing 
proportions are A : f ; B : } and C : \ 


A 

a- 
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3. Any difference between he old profit-sharing proportion 
d new proportion is sacrifice mad< by the old partners for the sake 
of new partner. Profit sacrifice proportions arc calcalatcd as under : 


Proportions 

A 

B 

C 

Total 

Old Proportions 

1/2 

2/2 

— 

1 

New Proportions 

3/8(/.0. v l/2x 3/4) 

3/8 (/.*., 1/2X3/4) 

; 1/4 or 2/8 

1 

Sacrifice or 
(Benefit) 

1/2—3/8— 1/8 

1/2—3/8=l/8 

fl /8+1/8-2/8 

— 


If we talk in terms of Ratios then the picture would be as 
follows : 


A 

Old Ratios : 1 

New Ratios : 3 

Sacrifice Ratio : 1 


B G 
1 : — 
3 : 2 
1 : — 


The Goodwill brought in cash by the new partner is to be 
credited to the old partners in the profit sacrifice ratio. In the 
above example the old profit-sharing ratios, new ratioi and sacrifice 
ratios between the old partners are the same, equal. This can be 
accepted as a general rule when the profit sacrifice ratio is not given 
directly or indirectly : 


Calculations of Sacrifice Ratios and New Ratios of 
Old Partners on Admission of New Partner 


As between the Old 
Partners 

New Ratios 

Sacrifice Ratio 

' 1. When New Ratios are 
given 

As Given 

Old Ratio less New Ratio 

2. When New Ratios are 

(1— New Partner’s share) 

(Old Ratio less New 

not given 

xOld Ratio) 

. Ratio) or 
{Old Rotio only) 

3. When Sacrifice Ratios 
are given 

Old Ration less Sacrifice 
Ratio 

As Given 


Note. When Goodwill is raised, it is not ncc essary to find out sacrifice 


ratio. 
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ILLUSTRATIVE PROBLEM NO. 2 ( When Goodwill la paid in cash ) 

Brown and Smith, who arc equal Partners, agreed to admit 
their manager. Mr. Parker, as a Partner. He pays Rs. 30,000 as 
his capital and Rs. 10,000 as Goodwill for a one-fifth share in the 
profits. 

(а) Give the necessary entries in the partnership books to re¬ 
cord this, and 

(б) Show the ratio in which Profits be divided in the new firm. 

Solution and Notes : 

New ratios arc not given. Hence the Sacrifice Ratio is the 
same old ratio. Hence, the goodwill brought in cash should be 
credited to Capital Account of Brown and Smith in their old ratio, 
t.e., equal ratio. Since it is not mentioned whether the cash for 
goodwill is withdrawn or not, we must presume that it is not with¬ 
drawn. 


JOURNAL 




Rs. 

Cash Account Dr. 

gflFutijr?. 

To Parker’s Capital Account 



Goodwill Account 

(Cash paid by Parker for bis Capital and for a 
fifth share in Goodwill) 



Goodwill Account Dr. 

10,000 


Tp Brown‘6 Capital Account 



Smith’s Capital Account 
(Goodwill brought in by Parker credited to old 
partners in their sacrifice ratio) 


5,000 


New Ratio : 

Parker is given .. ...J 

,\ The remaininng profit is 1 —i = & 

Brown’s share is Balance X Old Ratio = £ X } J 
Smith’s share, as above«£ 

New Ratio : Brown Smith Parker 

2:2 : 1 

ILLUSTRATIVE PROBLEM NO. 3 (Goodwill paid in Cash and Withdrawn ) 

Abdul and Narayan are partners sharing profits and losses in 
the proportion of 3:2. They admit as .a partner Desouza. who 
brings in as Capital his Stock-in-Trade, valued at Rs. 6,000 ; Motor 
Van Rs. 2,100 ; and Debtors Rs. 5,400. He also brings in cash to 
make his Capital upto Rs. 20,000, and for Goodwill Rs. 8,000 which 
the old partners vyithdraw from the firm. 
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the ne ccssary entries in the books of the firm. The new 
ratio G T profits C ^ a ^osses are 4 : 3 : 2 to Abdul, Narayan and 
Dcsouza respectively. 

Solution nnd Notes : 

New ratios are given. Hence Sacrifice Ratios are : 

Or Abdul : Old Ratio—New Ratio 

3 _ 4 27-20 _ 7 

“T 9 "* 45 45 

2 3 _ 18-15 _3_ 

and, Narayan: 5 9 “ 45 — 45 


That is, 7 : 3. 

Goodwill brought in cash should be credited to Abdul ana 
Narayan in the ratio of 7 : 3. 

JOURNAL 


(0 


(3) 


Stock-In-Trade Account Dr. 

Motor Van Account £r. 

gasasssi&s+w) , & 

To Desouza's Capital Account 
Goodwill Account 

^Payment by Dcsouza for Goodwill Rs. 8,000 and 
investment by him in the form of above assets. 
R* ^3^500+Cash Rs. 6.500. being h.s Capital 

Rs! 20*000) _ 


(2) 


Goodwill Account Dr. 

To Abdul’s Capital Account 
„ Narayan’s Capital Account . 

(The above Goodwill credited to old partners in 
their facrifice ratio, 7 : 3)_ 


Abdul's Capital Account 
Narayan’s Capital Account 

To Cash Account . 

(Cash drawn by partners against tha 
credited to them) 


Dr. 

Dr. 

Goodwill 


Rs. 

6,000 

2.100 

5,400 

14.500 


8,000 


5,600 

2.400 


Rs 


20.000 

8,000 


5,600 

2.400 


8,000 


If the old partners withdraw less than what is credited 
accounts, the above entry No. 3 remains the same, but the 
will be that which is drawn by them. 


to their 
amount 


New Approach on Treatment of Goodwill —Comments on 
Goodwill Brought in Cash 

In the preceding two illustrations we have treated the recording 
of Goodwill brought in cash rather in the conventional method which 
is found even in other books. 
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But, somehow, this method of accounting the Goodwill docs not 
appear proper. 

(a) Goodwill is an Asset and when a new partner is admitted, 
h z purchases a share in such an. Asset. From the firm’s point of 
view, a part of the total Goodwill of the firm is sold to the incoming 
partner. 



(6) When a new partner is admitted, wc debit Cash Account 
and credit his Capital Account for his Capital and Goodwill Account 
for his share in Goodwill. Being an Asset, how can Goodwill be 
credited without that asset being there in the books ? After all, cash 
received is the sale price of the Goodwill which must be. there in the 
books. Therefore, if such asset is not appearing in the books, it must 
be valued arid recorded first and then sold. 


(c) Moreover, Goodwill of the film is valued before the new 
partner comes in and when it has some value but not yet recorded 
in the books, it should be first recorded and then sold to the incoming 
partner. (Even raising of/Goodwill at the time of admission and 
retirement or death is also done before such event and not after.) 

Therefore, we suggest that one of the following two methods 
should be adopted to record Goodwill received in cash from an 


incoming partner. 


1st Method 


Transaction 

Journal Entry 

(1) Recorded in the books. Good¬ 
will equal to new partner's share 

Goodwill Account Dr. 

To Old Partners’ Capital A/cs. 

(New Partner’s Share of Goodwill 
is credited to old Partners in Sacrifice 
Ratio) 

•(2) When cash received from New 
Partner for Goodwill along with 
capital 

Cash Account Dr. (Goodwill+Capital) 
To Goodwill Account 
„ New Partner's Capital A/c 


[If old partners withdraw their share in Goodwill, the entry is the same 
as already given earlier.] 
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1 Mcu*^ _____— 

'r^^oodwiUat its/.// 

^ value temporarily. 


_-—■—' ~TL received from New 

•(2) ^"er for his Capital and 

Goodwill 


___—“—TTl n (T the Goodwill 

JSfch^ tcm^rarUy raised. 


Goodwill Account 

To Old Partners Capital A/cs 
(Full value in old ratio ) 


Dr. 


Cash Account Dr. (Goodwiil+Caoital) 
To New Partner’s Capital ^A/c 


^// Partners’ (including new) 
Capital Accounts 
To Goodwill Account 
(Full value in the new ratio) 


Dr. 


tion, if “"y- of . . wit b the method in vogue we have 

«rr o/rme'thod glvr easier for solving the IU«.- 
^tive e Problems in this chapter. 

elating to Goodwill 

***?' PROBLEM NO. 4. C When To,a, Goodwill I, Raised , 

U LUST B , uc ^ partners sharing profits and losses in 

Red, \v lute Th “ y admit Green as a partner on the following 

ratio of & * * • 

tC '' mS L H c pays in cash Rs. 20,000 for Capital. 

‘ Goodwill of. the Firm is valued a, Rs. 10,000, hut Green 

does not pay‘lure profits which he acquires * 
f m Remand * from White. 

(а) Record the above in the books of the partnersh.p, presuming 

* 

, n There is no goodwill in the old books, and 
fii Goodwill account already appearing in the Balance Sheet 
{ ’ at Rs. 4,000. 

(б) Show the new profit-sharing ratio. 

Solution and No **®_ Grccn does not pay cash for his share of 
od^oX.11 is to be raised in the books of the old partners, 

. ... ’ 


cither 


m with full value, i.e.,-Rs. 10.000 when no goodwill account 
x appears in the old books ; or 

, r> enno fie Rs 10,000-4,000) when the good- 
(i0 accost is already appearing in the old Balance 

Sheet at Rs. 4,000. 
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A Ir ! £ 0tI !above cases, however old partners’ • Capital 
Accounts should be credited in the old profit sharing ratios to rrrr^t 
such goodwill. •. c °ra 

( a ) JOURNAL ENTRIES 


(0 


Cash Account 

To Green’s Capital A/c 
(Capital invested by Green) 


Dr. 


Dr. 


oo 


Goodwill A/c 

To Red’s Capilal A/c 
„ White’s Capital A/c 
„ Blue's Capital A/c 

(Goodwill raised (to full value) and credited to old 
Partners’ Capital Accounts in their old ratios) 


When Goodwill Ale has Rs. 4,000 balance 
Goodwill A/c Dr. 

. To Red’s Capital A/c 
„ White’s Capital A/c 
„ Blue’s Capital A/c 

(Goodwill raised to Rs. 10,000 from Rs. 4,000 and 
additional amount credited to partners in 5 : 3 : 2 
ratio) 


Rs. 

20,000 

10,000 


6.000 


Rs., 

20.000 


5,000 
3,000 
2. C00 


3,000 

1,800. 

1.200 


A- 


A- 


A-A- 


A 

A 


Further, since it is not mentioned as to whether Goodwill Acc 
unt is retained or written off, it is assumed that Goodwill Account ' 
retained in the books. *• 

(b) Profit sharing Patios 

New Ratio=01d Ratio — Sacrifice Ratio 

Red 

White 

Blue : A— 0—A 

Green who received^ A ==A +A 

New Ratios 3 : 2 : 2 : 3 respectively. 

Since Blue has not made any sacrifice for Green, his ratio re. 
mains the same. * 

ILLUSTRATIVE PROBLEM NO. 5 ( Total Goodwill Raised and Written off) 

Vimala and Sarala are partners in the firm Visarla. Kamala is 
admitted as a partner to form a new fiim VIS AKA & Go. The terms 
of admission are : 

(а) Kamala should contribute Rs. 15,000 as capital and get A 
share in the profits or losses. 

(б) Her share in goodwill is Rs. 3,000, but she is unable to pay 

it in cash. . 7 

(c) Goodwill is, therefore, raised in tlic books but Vimala and 
Sarala decide to write it off. 


z 
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firm Vimala and Sarala have to share in the 


( d) In the new 
ratio of 6 : 5. 

Give entries for the above. 

s °"T vir:. r . r . oj*- ■vssr-sss.t 

Kamala’s share in goodwill which is Rs. 3,000 lor , • 

Total goodwill-3,000 X^-R*. >>,250. 

2 New Ratio , 

Ka Th a ’ ,h f ne * W - a ^ ,n shar g e CtS ThStr's^'^ofiSTw^ 

New Proportions are Vimala— 1 » , Sarala x6 
or New Ratios arc 6 : 5 : 4. 

3 There is no need of calculating profit sacrificing ratio since 
goodwill is not brought in the cash by the new par ne . 

4. TotalI goodwill is to beraised by crc written off 

S^*3tfS5partners in their new ratios. 


(1) 

w— -- 

Dr. 

»—> 

Rs. 

15,000 

11.250 

Rs. 

15,000 

(2) 

> 

-— Dr. 

G °To'vinaJa’s Capital A/c 

,ooa£SrtSfiB& A- “*■>« *° •“ 

partners in old ratio) __ 

5,625 

5,625 

(3) 

Vimala’s Capital A/c Dr. 

Sara la's Capital A/c Dr 

Kamala's Capital A/c 

,Go T o 0 dwm 0d wriue A n C off by debiting all Partners' 
Capital Accounts in new ratio) 

4.500 

3,750 

3,000 

11.250 


ILLUSTRATIVE PROBLEM NO. 6 -- ‘ • . 

On 31st Dec., 1970 the Capital Accounts of : X *" d nr ^ f /°° d t £* 

ship as from 1st Jan., 1971 under the following conditions . 

(а) Goodwill should be valued at Rs. 30,000. 

(б) Z was to introduce into the business sufficient funds so as 
to entitle him to J share of business. 
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The Balance Sheet of X and Y on 31st Dec., 1970 was as 
under: 


Creditors 

Capitals 

X : 

Y : 

4E.000 

32,000 


Goodwill 

Cash 

Sundry Assets 



1,00,000 


gTra 


Give journal entries to record the above and show the Capital 
Account of X, Y and Z, presuming that— 

(а) Goodwill is wiped off, and 

(б) Goodwill is maintained at its original value. 


Solution and Notes : 

1. There is already goodwill worth Rs. 8,000. Now it is valued 
at Rs. 30,000. Therefore goodwill to be raised in the books in only 
Rs. 22,000 (i.e. 9 Rs. 30,000-Rs. 8,000) 

2. X any Y share profit in their Capital ratio, s c., in the 
ratio ol 40,0CO : 32,000 or in 3 : 2 icspectively. 


(A) Treatment of Goodwill 


(a) Vv here Goodwill 1s Raised ar.d then Wiped off completely 


1971 


Rs. 

Rs. 

•Jan. 1 

Goodwill Account Dr 

To X’s Capital Account 
,, Y’s Capital Account 

(Goodwill raised to its full value, i.e., to make it 
Rs. SO,000 and credited to X and Y in 3 : 2.) 

22,000 

13,200 

8.8C0 

»» 

Cash Account Dr. 

To Z’s Capital Account 

(Cash brought in by Z for bis capital to make it 1/4.) 

34,000 

34,000* 

*• 

X’s Capital Account Dr. 

Y’s Capital Account Dr. 

Z’s Capital Account Dr. 

To Goodwill Account 

(Goodwill wiped compeletly by debiting all partners’ 
Capital Accounts in new ratio, 9:6: 5.)** 

13,500 

9,000 

7,500 

30,000 


(6) Where goodwill is to be maintained at its original value, 
t'.e., at Balance Sheet figure of Rs. 8,000, the additional value of 
goodwill amounting to Rs. 22,000 which has been recorded in the 
books so as to raise the goodwill at its full value (viz. Rs. 30,000) 
should now be written off. In other words, goodwill .should be 
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I *creased.b y Ait'S* 

^bltigfhc accounts of all the partners in the new raUos. 

« ~ , s r .i S ed to full value but Goodwill Account maln- 

<*> at original ™lue __ 


Rs- 

22,000 


13,200 

8,800 


9,900 

6,600 

5,500 


22,000 


0 ) account 

(GoodwiU * a A A *7*" 22 ' 000 50 as *° makC “ 

Rs. 30,000 in old ra tios) _ 

<2) X*s Capital Account Dr. 

' Y's Capital Account Dr 

Z’s Capital Account 

Goodwill at Rs 8.000, in new ratios i.e. t 9.6.5 ) 


Capita (whichis no, given) ^ 

buted by Z 'can be ascertained as under . 


’“—W- - 

Opening Balances 

X 

48,000 

Y 

32,000 

Total 

80.000 

Add Share in Goodwill raised (Rs. 8,000 al¬ 

13,200 

8,800 

22.000 

ready raised) 



Total capital represented by 3/4 share in profits 

61,200 

40,800 

1,02,000 


For 3/4 share, capiatls contributed by a anu . ... . • » 

... 1/4 share, capital to be contributed by Z will be Rs. 3 . 

/.*., [Rs. 1.02.000x4/3x l/4=Rs. 34.000] 

••(C) New Profit Sharing Ratios 

Z is givea 1/4 share out of 1 share. 

■ X and Y will have 3/4 share out of I proSa which'they w.U 
their old 'ratios unless otherwise stated specifically. Therefore, 

X will have 3/5 of 3/4=9/20. Y will have 2/5 of 3/4-6/20 
and Z will have 1/4=5/20. ./. New Ratios w.U be 9.6.5. 

(D) Capital Accounts of Partners 

(A When Goodwill is raised and wiped off. 

(/,•) When Goodwill is raised but maintained at its original value. 
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(0 Capital Accounts 



X 

Y 

1 * 


WM 

r 

z 

To Goodwill 
(Rs. 30,000) 

.. Balance c/d 

Rs. 

13,500 

47,700 

Rs. 

9,000 

31.800 

Ks. 

7,500 

26,500 

By Balance b/d 
(opening) 

„ Goodwill 
(Ks 22,000) 

„ Cash 

KS. 

48,000 

13,200 

~ 1 

Rs. 

32,000 

8,800 

Rs. 

34,000 


61,200 

40,800 

34,000 




m 





„ Balance b/d 

47,700 

31,800 

26,500 


00 Capital Accounts 



X 

Y 

Z 


X 

Y 

Z 

To Goodwill 

Rs. 

Rs. 

Rs. 

By Balance b/d 

Rs. 

Rs. 

~ rt 

(30,000-8,000) 



5,500 

(opening) 

48,000 

32,000 

— 

„ Balance c/d 



28,500 

i. Goodwill 








(Rs. 22,000) 

13,200 

8,800' 

— 





Cafh 

— 

. — 

34,000 


61,200 

40,800 

• 

34,000 


61,200 

40,800 

34.000 





m Balance b/d 

51,300 

34,200 

28,500 


Ilf. REVALUATION OF ASSETS AND L1ABILTIIES 


When a new partner takes admission in a Firm, he acquires the 
ownership rights of the Assets and also makes himself responsible for 
the Firm's liabilities. At the time of admission, it is desirable for him 
(as also for existing partners) to scrutinise the Balance sheet and 
satisfy^himself that the assets and liabilities are correctly valued. 
Invariably, all assests and liabilities are revalued. At this time there 
may be appreciations as well as depreciations in the values of assets 
•and liabilities. Such appreciations (increase) or depreciations 
(decrease) must be treated as partnership profits or losses and should 
be divided between partners in profit and loss sharing ratio. For 
recording this, a separate account is opened known as ‘Profit and 
Loss Adjustment Account * or ‘Revaluation Account.* 

-How to Prepare Revaluation Account 

For the purpose of effecting appreciation and/or depredation in 
die value of any asset or liability, journal entries are to be passed. 
The following Table explains how these entries are passed. 
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proforma Entri* " 


Transactions 


Account to be 
Debited 


Account to be 
Credited 


Asset Ale 


1 If there is an increase in the value 
U of any Asset; or if any new asset 
is brought in b ooks __ 

T'Tf’thTre is a decrease in the value 
of any Asset 

1 ,ability is brought into booKs 

Note : R.P. P- * treated as a liabil ity.__ 

"4 iftherelis a decrease in the value Liability Ale Pr. 
of any liability 

Revalua- 

tion: 

<•> VSSm? & 


To Profit and Loss 
Adjustment Ale 
(Being Profit) 


Profit and Loss Ad¬ 
justment Ale Dr. 
(Being Loss) 


Liability Ale 



To Liability Ale 


To Profit and Loss 
Adjustment Ale 
(Being Profit) 


To Old Partners' 
Capital Ales (in 
the old profit shar¬ 
ing ratio) 


"UrjazstoA 

ing ratio) 

--the Profit and Loss Adjustment Account is prepared, the 

j Liabilities should be recorded in the new Balance Sheet 
2*52 SSiSd (*•-. new figures) unless otherwise stated. 


PROFORMA 
Revaluation or 

Profit and Loss Adjustment Account 


{Losses) 


T° rp©^decrease in the Value 
of Asset] 

„ Liability Ale 

I For increase in or for new 
Value of Liability] 

” [For’creating ox increasing 
the balance] 

Partners'Capital Ales 

* [Transfer of Profit in P. & 
L. ratio] 


( Profits ) 


By Asset Ale 

[For increase in value of 
or for new Asset] 

„ Liability Ale 

[For decrease in value o. 
Liability] 


Partners' Capital Ale 
[Transfer of Loss in P cc L. 
ratio] 
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Reserves etc. 


f A the timc ,°L ad f nission there is any Reserve or Reserve 
Fund Account and Profit and Loss Account Balance, it must be trans- 
fen-ed to Old Partners Capital Accounts or Current Accounts in their 
old profit-sharing ratios. 


JOURNAL 


Reserve Ale-General Reserve Ale 

Profit and Loss Ale 

Dr. 

Dr. 

Rs. 

To Old Partners' Capital Ales 


(Being the Reserve/P. & L. A/c (Cr.) Balance 
transferred in profit-sharing ratio) 



Old Partners' Capital Ales 

Dr. 


To Profit St Loss A',c 

(Being the P. & L. (Dr.) Balance transferred) 




Steps in Recording Admission 

(I) Make Adjustments for Goodwill 

(II) Prepare Profit and Loss Adjustment A/c for revalua¬ 
tion of assets and liabilities 

(III) Transfer Reserves, etc. 

(IV) Record the Capital contributed by New Partner. 

(V) Rearrange Capital Account Balances, if asked. 


I 

> 


ILLUSTRATIVE PROBLEM NO 7. ( Revolution of Assets) 

The Balance Sheet of Hamam and Lux as on 31st December, 
1970 was as under : 


Liabilities 

Rs. 

Assets 

Rs. 

Sundry Creditors 
Reserve 

Capitals : 

Hamam 

Lux 

18,000 

13,000 

15,000 

4,000 

Cash 

Debtors 

Less R.D.D. 

10,000 

1,000 

6,000 

9,000 

31,000 

Bills Receivable 

Stock 

Furniture 

Patents 

Buildings 


2,000 

8,000 

9,000 

6,000 

10,000 


. 





50,000 



50,000 


Rexona was admitted as a partner and new ratio was fixed as 
4 Z 3 : 2. Rexona was unable to pay anything for Goodwill but was 
to bring Rs. 20,000 as Capital. Patents were revalued at Rs. 4,800, 
Buildings to be appreciated by 20% and Furniture to be depreciated 
by 10% and the R.D.D. should be raised to*Rs. 1,500. 
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Goodwill was valued at Rs. 18,000 but no goodwill account is to 

AS SSL £=&? ‘" d Lo “ 

Account (His share in total Good^1 ), ^ p artncrs ’ Capital 

Rs. 18,000, and crediting equal amount to 
Accounts in their Sacrifice Ratio. 

(3) Sacrifice Ratio : __ New = Sacrifice 

1 _ 4 

Ham am 

Lux 

\ Hamam : 1 and Lux : 3 or 1 : 3. 

JOURNAL __ 


A 

A 


1970 
Dec. 31 


»» 


»* 


Rexona's Capital A/c 

Jo Hamam's Capital A/c 

-rffisSs^Bi-WMrsaa 

ratio, /.e., 1 : 3) ___ 

-Dr. 


Rs. 

4,000 


Rs. 

1.000 

3,000 


Buildings A/c 

To P. A L. Adjustment A/c 
(For increase in the value of Buildings) 


P. A L. Adjustment A/c 
To Patents A/c 
„ Furniture A/c 

(For’decrease in the values of above 'assets 
crease in the R.D.D. balance) 


Dr. 


and in- 


2,000 

2.600 


•» 


*» 


Hamam's Capital A/c 
Lux’s Capital A/c 

To P. A L. Adjustment A/c 
(Loss on Revaluation transferred in 
ratio) 


Dr. 


the Profit A Loss 


Dr. 


Reserve A/c . . . . 

To Hamam s Capital A/c 

„ Lux’s Capital A/c . - 

(Balance on Reserve A/c transferred to old partners 
Capital Ales) _ 


Cash A/c . 

To Rexona’s Capital A/c 
(For Capita* contributed by him) 


Dr. 


300 

300 


4,000 


2.001 


1,200 

900 

500 


20.000 


600 


2,000 

2.000 


20,000 


PPA—11/22 
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(ADMISSION ) 

Dr. 

Profit and Loss Adjustment A/c 

To Patents A/c 

Rs. 

1,200 By Buildings A/c 

«, Furniture A/c 

900 „ Capital Accounts 

R.D.D. A/c 

500 Hamam 1/2 


Partners* Capital Accounts 


Human, \ Lux j Rexona \ffamam 


> Capital 
Hamam 
Lux 

, P&LAd- 
justment 

, Balance 
c/d 


By Balance 
b/d 18. 

.. Rexona's 
Capital 


20,700 17.700 


„ Reserve 
.. Cash 




By Balance 
b/d 


Sunday Creditors 
Capital A/cs : 

Hamam 20,700 

Lux 17.700 

Rexona 16.000 


31st D 


15 000 Cash (/.*., 6.000+20.000) 

Debtors 10.000 

Uss R.D.D. 1,500 

54.400 Bills Receivable* .7 

I Stock 

Furniture 
Patents .... 

Buildings 

69.400 


Rs. 

26.000 

8,500 

2,000 

8,000 

8,100 

4,800 

_ 12,000 

69,400 


Capital Arrangements among the Partners, capitals to 

be in the Profit sharing Ratio. On admission of a new partner, somet- 
unes, the capital arrangements may be made on the basis of partners’ 
prohtsharing (new) ratio. For this purpose, the Capital Accounts 
oi the old partners must ba first adjusted with Goodwill, Revaluation 
profit or loss, Reserves, etc. Such arrangements can be made in 
th ree ways : 
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(1) When New Partners Capital is given. Old Partners’ Capitals, 
are to be adjusted in their profit ratio based on new partner s capital. 

(2) When New Partner's Capital is not given. It is to be calcula¬ 
ted or. the basis of the old partners’ capitals which arc for the .emfcin- 
ing share. 

(3) Old partners' capitals to be adjusted among themselves t/n the 
profit ratios. 

The above three arrangements are explained with the help ot 
the following illustrations : 

ILLUSTRATIVE PROBLEM NO. . 

Sunder and Tarun are equal partners having capitals 
r. 15 000 and Rs. 17,000 respectively. They Uttam as * 

partner for 1 share who was asked to bring in Rs. 26,000 of which 
Rs. 6,000 was for his share in goodwill. 

Uttam contributed Rs. 26,000 accordingly. Sunder and Taruiv 
have decided to have their capitals proportionate to their share in 
profits, based on Uttam’s share. Any excess of capitals was to be 
withdrawn in cash and deficit to be paid in. 

Ascertain the capitals, new ratios and pass Journal entries to 

record the above. 


Solution and Notes : 

1. Since Uttam is given i share in profits; J (i.e., 1— i) 
remains for Sunder and Tarun which will be shared equally, i.e., 
as J and J. 

2. Uttam has contributed Rs. 20,000 (i.e., Rs. 26,000 
Rs. 6,000 for goodwill) for i share of Capital. 

... Sunder and Tarun have to contribute Rs. 60,000 (i.e., three times 
of Rs. 20,000) towards their Capital for J share in profits. 

3. This Rs. 60,000 is to be in the, proportion of their new ratios, 
i.e., equal between themselves. 

... Sundar’s Capital must be Rs. 30,000 and Tarun’s must be 
Rs. 30,000. 

4. When goodwill of Rs.-6,000 is transferred to Sunder and 
Tarun their capitals become Rs. 18,000 (i.e., 15,0004-3,000) and 
Rs 20 000 (i.e., 17,000 + 3,000) respectively. Thus Sunder has to 
brin* additional Capital of Rs. 12,000 (i.e., Rs. 30,000-Rs. 13,000) 
and Tarun Rs. 10,000 (i.e., Rs. 30,000-20,000). 
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26 


JOURNAL 


«> 


( 2 ) 


Cash Account 

To Uttam’s Capital Account 
•• Goodwill Account 

f^- Ca , PI ' al i "X es,ed by Utt*m for 1/4 ahare and 
for his share of Goodwill) 


Dr. 


O) 


Goodwill Account 

To Sundar's Capital Account 
„ Tarun’s Capital Account 
(Transfer of Goodwill to the Capital Accounts of 
old partners in sacrifice ratio which is equal) 


Dr. 


Cash Account 

To Sundar’s Capital Account 
•» Tarun’s Capital Account 
(For additional cash brought to make their capitals 
equal to Rs. 30,000 each, i.e. t in their profit ratio) 


Dr. 


Rs. 

Rs. 

26,000 


20,000 


6,000 

6,000 

3,000 

22.000 

3,000 

12,000 

10,000 



ILLUSTRATIVE PROBLEM NO. 9 (New Partner's Capita, no, given) 

, v™ 1 -, fVe3t ? rc , P ar,ncrs with Capitals of Rs. 6,500 

and, Rs. 7,500 respectively. They admit North and South as their 
partners who have to contribute sufficient cash to make their capitals 
proportionate to t.ieir profit-sharing ratios. North and South are 
given v* and i share in future profits of the business.* North and 
South have paid to East and West privately towards the goodwill. 

Ascertain the Capitals to be contributed by North and South 
and find out the new profit-sharing ratio of all the partners. 

■Solution and Notes : 


1. North is given A ^share and South J, i.e., * share in 
future profits. Thus East and West arc left with' A (*.e., 
1 —A“A) share in business for which their capitals arc 
Rs. 14,000 together. 


Thus if, for A share, the capital is 
Then for A share it will be 
and for A share it will be 


Rs. 14,000 
„ 6,000 
„ 4,000 


The Capital Accounts of East, West, North and South would 
be Rs. 6,500 ; Rs. 7,500 ; Rs. 6,000 and Rs. 4,000 respectively. 

2; The new profit-sharing ratios would be 

East = A X * = A» equal share along with West in 

W„,_ Axi-Aas above ”"*“*■ 

North** as given, and 


South = A=iV as given 
.'. Ratios are 7 : 7 : 6 : 4 
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Since goodwill is given piivately no entrit; are to be made 
in the books of the Firm. 


ILLUSTRATIVE PROBLEM NO. 10 


TJ*ha and Ni*ha were partners*.in a Firm shar ng profits and 
losses as Usha 75% and Nisha 25%. Their Balance Sheet as on 
January 1, 1971 was as given below : 



Sundry Creditors 
Reserve Fund 
Capital Accounts : 


Usha 

Nisha 


Rs. 

80.0C0 

35,000 

60,000 

5,000 

I 80,000- 


They agree to admit Sandhya as a partner on the follow mg 
terms : 


(а) Plant to b~ depreciated by 5%. 

(б) Stock to be increased to Rs. 40,000. 

(«) 10% of the Reserve Fund is to remain as Reserve for Doubt¬ 
ful Debts. 

. W A Liability towards a creditor for Rs. 500 is not recorded 
which is to be brought in the books. 

(e) Sandhya is to get i share of the future profits for which she 
is to pay an amount equal to her share in Firm’s Goodwill valued 
at 3 years purchase of the average profits of the last four years which 
were : 

1967 Rs. 25,000 ; 1968 Rs. 40,000 ; 1969 Rs. 5,000 (Loss) : 

1970 Rs. 20,000. ^ 1 • 

( /) Sandhya is to also bring in Capital equal to her share in the 
total Capital of the newly constituted Firm. 


. , Yo “ are rc ‘J" irc ‘J »° give «hc Profit &. Loss Adjustment Account 
and also the opening Balance Sheet of the new firm. 


Solution and Notes : 


1. Valuation of goodwill 

Goodwill is 3 times (3 years 
of the last four years : 


purchase of ) the average profits. 


3x Rs. (25,0fi0+40.0u0-50,0t)0 + 20,000 ^_ 8 0,000 

4 ' =?X —fr—=Rs. 


60,000 


4 
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Sandhya has to pay J of the total Goodwill, that is, Rs. 60,000 
X i=Rs. 20,000. 

Note that while calculating the average profits if there 
is any loss, it mast be deducted from the total profits. 



Dr. 


Profit and Loss Adjustment Account 


Cr. 


Balance Sheet as on 1st January, 1971 


To Plant 


As. 

4,000 

By Stock 

Rs. 

5,000 

„ Sundry Creditors 


500 



„ Capital Accounts 





Usha 

Nisha 

375 

125 

500 





5.000 


5,000 


Sundry Creditors 


Rs. 

40,500 

Plant 


Rs. 

76,000 

Capital Accounts 

Rs. 


Stock 


40,000 

Usha 

Nisha 

Sandhya 

99,125 

56.375 

77,750 

2,33.250 

Sundry Debtors : 
Less R.D.D. 

60,000 

5,000 

55,000 

Cash 


1.02,750 







2,73,750 



2.73,750 

——h 


Calculation of Capital 



Usha 

Nisha 

Particulars 

• 



Rs. 

Rs. 

Balance 

50,000 

40,000 

Add Reset .*c 

33,750 

11050 

P. & L. Adjustment Profit 

375 

125 

• Goodwill 

15,000 

5,000 


99,125 

56,375 


Total Capital of Usha and Nisha is Rs. 99,125+ 56,375= 
Rs. 1,55,500. This is for i share of Usha and Nisha. Therefore, 
total Capital of the Firm will be 1,55,000 X 5=Rs. 2,33,250. Sandhya 
should have j of this as her Capital. 

Thus she brings in % X 2,33,250=Rs. 77,750. 
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ILLUSTRATIVE PROBLEM NO. 11 

Summer and Winter were partners sharing in the ratio 
On 1st January, 1972 their Balance Sheet was as follows ; 


Bills Payable 

Creditors 

Reserve 

Capital Accoaat* 
Summer 
Winter 


25.000 

30.000 55.000 


90.00 


Rs. 

5.0C0 Cash 
20.0C0 Stock 
10,000 Debtors 
Building 
Plant 


of 3 : 2. 


Rs. 

4,000 

6,000 

21,000 

35,000 

24,000 


90,00# 


Spring was admitted as a partner on the above date. The new 
profit-sharing ratio was to be Summer f, Winter i, and Spring J- 
Spring paid Rs. 10,000 as his share of Goodwill and is to bring ia 
capital sufficient to make it proportionate to his share in profits. 
The other terms were : 

1. As between Summer and Winter also, the Capital should 
be proportionate to their share of profits, difference, if any, to be 
adjusted in cash. 

2. Plant was to be valued at Rs. 23,000 and building at 
Rs. 40,000 and a provision against a claim for damages Rs. 1,000 is 
to be created. Investments of the value of Rs. 5,000, belonging to the 
Firm, not recorded in books, should now be brought in. 

3. Summer and Winter are to withdraw half of the Goodwill. 

4. 30% of Reserve should be kept as Reserve for Doubtful 
Debts. 

Prepare Ledger Accounts to record Spring's admission and 
Balance Sheet afeer completion of the above noted arrangement. 


Solution and Notes ; 


Profit aa# 


Account 


To Plant 

,, Provisions for Di 

i. Capital A cc o —ta 

Summer 

Winter 



Rs. 

5,000 

5,000 
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Partners’ Capital Account 



Sum¬ 

mer 

Winter 

i 

Spring 



Winter 


To Cash (with 

draw a! of 
Goodwill 

4,500 

500 


By Balance b/d 
,. Reserve (70%) 
„ Goodwill 

m. 

0\ 

30,000 

2.800 

1,000 

111 

t , Cash (Excess 
drawn) 

1,000 

- 


P. & L Adj. 
A/c —Profit 
„ Cash 



25.000 

„ Balance c/d 

37,500 

37,500 

\ 3 

..Cash 

(Deficit paid In) 

— 


— 


43,000 

38,000 

25,000 


iEuj 


25,000 





„ Balance b/d 

1 37,500 

1*37,500 



Balance Sheet 




Rs. 

Bills Payable 


5,000 

Creditors 


20,000 

Provision for damages 
Capitals : 

Rs. 

1,000 

Summer 

37.500 


Winter 

37.500 


Spring 

25,000 

I.00.00C 



1,26,000 


Calculation of Capital 


Cash* 


Rs. 

34,000 

Stock 


6.0oO 

Debtors 

.21,000 


Less R.D.D. 

-3,000 

18,000 

Building 


40,000 

Plant 


23,000 

Investments 


5,000 



1 , 26 , 0 C(T 


Summer Winter 


Balance b/d 

Add Reserve (70% only) 

„ Goodwill 

„ P. & L. Adjust. Account 

Total 

Less Goodwill Drawn 

Net Capitah 


Rs. 

Rs. 

25,000 

30,000 

4,200 

2,800 

9,000 

1,000 

4,800 

3,200 

43,000 

37,000 

4,500 

500 

38,500 

36,500 


Total of Capitals of Summer and Winter, Rs. 75,000 

(s.e., 38,5004-36,500). 

rh is is for (1 - i)=s share. Hence, for } share, Spring has to 
bring in Rs. % X 75,000 X f=25,000. 

Further, the total Capital of Rs. 75,000 of Summer and Winter 
must be in the new profit-sharing ratio j.e., { : f or equa’. Henc., 
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each .tould h,v« o' 

-*•»—■» 

deficit of Rs. (37,500-36,500) 1,000. 

Where Goodwill raised and 1. also brought in cash by 
incoming Partner 

ILLUSTRATIVE PROBLEM NO. 12. 


as on December 1, 

1972 was as follows : 

Creditors 


Rs. 

3,000 

Cash 

Reserve 


3,000 

Bills Receivable 

Capital Accounts 

Rs. 


Book Debts 

Anand 

9,000 


Stock 

Mukund 

7,000 


Furniture 



HI 

Goodwill 



6,0C0 
4,000 
2,000 


22,000 


Thcv admit Snnand as a new partner with a fourth share in 
the business on condition that he brings in Rs. 2,000 as premium lor 
Goodwill. Anand and Mukund as between themselves arc to share 
profits and losses in the same ratio as before. 

Pass necessary Journal Entries on the assumption that 

(1) the partners decide to maintain Goodwill at its full value ; 

(2) they decide that Goodwill Account is to be maintained at 
its original value ; and 

(3) they decide to write off Goodwill from their Books. 


Solution and Notes : 

Whan Sunand has paid Rs. 2,000 for his J share in Goodwill 
the total Goodwill must be Rs. 8,000. But already the Goodwill is 
at Rs 4,000, which means that additional Goodwill of Rs. 4,000 is to 
be raised. But, if Sunand lias to bring in Rs. 2,000 as Goodwill the 
old Goodwill of Rs. 4,000 must be cancelled first. Then if it is to be 
raised, it must be raised by crediting the Capital Accounts of all the 
partners including new partner. 
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JOURNAL 


(1) 

Cast No. 1 

Goodwill Account 

To Anand’s Capital Account 

Mukund's Capital Account 
(Goodwill raised to its full value) 

Dr. 

Dr. 

Rs. 

2,000 

Dr. 

Rs. 

1,000 

1.000 

(2) 

Cash Account 

To Sunand*s Capital Account 
(Goodwill and Capital brought by Sunand) 

Dr. 

6,000 

6,000 


Casa No. 2 




(I) 

Sunand’s Capital Account Dr. 

To Anand’s Capital Account 
„• Mukund’s Capital Account 
(1 /4th share in additional goodwill debited to Sunand 
and credited to Anand & Mukund in sacrifice ratio) 

1,000 

500 

500 

(2) 

Cash a/c 

To Sunard’s Capital a/c 
(Amount brought in by him) 

Dr. 

6,000 

6,000 


Case No. 3 

| 



0) 

Anand’s Capital Account 

Mukund’s Capital Account 

To Goodwill Account 
-4Book^\alue of Goodwill cancelled) 

Dr. 

Dr. 

w&mi 

4,000 

(2) 

Cash Account 

To Sunand’s Capital Account 
(Cash brought for Goodwill and Capital) 

Dr7 

^^9 

6,000 

(3) 

Sunand’s Capital a/c Dr. 

To Anand’s Capital Account 
„ Mukund's Capital Accaunt 
(Sunand’s share in total goodwill debited to his a/c 
credited to Anand & Mukund in sacrifice ratio) 

2,000 

BBS 


New Ratio. SunaDd has got i share. The remaining J is 
shared by Anand and Mukund in the old, i.e., equal ratio. Thus, 
Anand g ; Mukund g ; Sunand J. 
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Memorandum Revaluation Account t , ^ 

On the occasion of At j“j*^° n lo £ r is pertained by preparing 

Liabilities are reva'ued.profit orto*^ ^ suc h profit or loss i, 

•transferred to the Capita. Accounts of old ^ ^ ^ 

But once the partner to maintain the Aa.ets and 

partners continuing in the at the values which were 

Labilities at their original values o . rcment This means 

placed upon the assetsbefore admiwon^ ^ ^ fae madc to restore 

srsrs-wnErs**->«■- ™- “ d °“ by 

The combination of men ‘S 

Revaluation ta- J sccond revaluation and thus the 

ILLUSTRATIVE PROBLEM NO. 13 

, h ,„^,r. d „n c « anxsrr “Wffsss. s,,; y . 


UH --- * 

Liabilities 


Rs. 

Assets 

Rs. 

Creditors 


3,000 

Land & Buildings 

2,000 

Capitals : 

Rs. 


Plant & Machinery 

1,700 

Rov 

4,000 


Sundry Debtors 

2,600 

Choudhary 

2.000 

6,000 

Stock 

2,000 




Cash 

700 



9,000 


9,000 


They agree to take Ghosh as a partner on 1st January, 1966 0*1 
the following terms : 

(a) New Profit & Loss ratio be 2 : 2 : 1 

(b) Ghosh is to pay Rs. 1,000 as Capital. ,, - 

(c) Following revaluation in the assets and liabilities should be 


PARTNERSHIP—-II (ADMISSION) ^ 

“lues ooly. ,hCy * h ° uld ** takc “ in * he new books at their original 

K5U£uS. (i "> “ E - '*& w *■■ «°SS5 

B,,»L ho sLS° r aSSoJ ev *'““” *— “■* ■"»» 


Solution and Notes : 


(1) Revaluation Account should be prepared as usual But af, 
admission, the totals of such revaluation should simply b~ . 

nullify the effect of original revaluations. cc * to 


(2) The Assets and Liabilities in the Balance Sheet of the nru, 
firm will appear at the same original figures as in Balance Sheer 
old Firm (Except cash). 01 


(3) Capital Accounts will have a change. 


Dr. Memorandum Revaluation Account 


To Plant and Machinery 
(Depreciation) 

„ r.d.d. 

„ Stock (Decrease) 

„ Reserve for Bibs 

Discounted 

Rs. 

170 

500 

200 

310 

By Land A Bldgs. 

(Appreciation) 

., Roy 2/3 
„ ChOudhary 1/3 

Rs. 

250 

620 

310 


1,180 


i.I5T 

To Reversal of credit entries 
of first revaluation 
» Ray 2/5 
„ Choudhary 2/5 
„ Ghosh 1/5 

Rs. 

250 

37 r 
372 
186 

By Reversal of debit entries 
_ of first revaluation 

Rs. 

1,180 


1,180 


juaT 



--- 


Thus due to first Revaluation, the old partners have lost Rs 
620 and Rs. 310 respectively whereas, due to second revaluation’ 
all the partners including: a new one gained Rs. 372, Rs. 372 and’ 
Rs. 186 respectively. Thus ultimately the Capitals are changed as 
under: ^ 
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Roy 

Choudhury 

Ghosh 

Balance of Capital 


2,000 

— 

Less Loss on let Revaluation 

—620 

-310 

— 

Balance after admission ' 

3,380 


— 

Capital introduced 

— 


1,000 

Add Profit on 2nd Rcvalution 

+ 37? 

mm 

+ 186 

Adjusted Capitals 

.>,752 

2,062 

1,186 


JOURNAL 


1971 



Rs 

Rs. 

Jan. 1 

Cash Account 

To Ghosh’s Capital Account 
(Amount received from Ghosh as Capital) 

Dr. 

1.00*) 

1,000 

• p 

Roy’s Capital Account 

Choudhacy*s Capital Account 

To Memorandum Revaluation Account 
(Being the loss on 1st Revaluation debited in their 
old ratio—/.e., in 2 : 1) 

Dr 

Dr. 

620 

3 ;o 

930 

a 

Memorandum Revaluation Account 

To Roy’s Capital Account 
„ Ohoudhary’s Capital Account 
., Ghosh’s Capital Account 
(Balance on Memorandum Revaluation Account 
closed by crediting all Capital Accounts in the new 
ratio—/.e., in 2 : 2 : J) 

Dr. 

930 

372 

372 

186 


Balance Sheet 
As at January 1,J971 


Liabilities 

Rs. 

Assets 

Rs. 

Capitals : 

Rs. 

■ 

Land and Buildings 

2,OCO 

Roy 

Choudhary 

Ghosh 

3,752 

2,062 

1,186 


Plant and Machinery 

Sundry Debtors* 

1,700 

2,600 

Creditors 



Stock 

2,000 



** 

Cash 

1.7C0 



10,000 


10,000 
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Guarantee of Profit to Newcomer 

While admitting a new partner, the old partners assure him of 
some minimum profits irrespective of the fact whether the results of 
business are good or bad. Such guarantee may be given by one or 
all the partners. In such cases the total profit is to be allocated in a 
slightly different fashion, which is explained in the following 
illustration. . 

ILLUSTRATIVE PROBLM NO. 14 

‘Apple’ and 'Banana' were in partnership sharing profits and 
losses in proportion of four-fifths, and one-fifth respectively. In 
appreciation of the services of their clerk, ‘Cashew , -who was ,n 
receipt of a salary of Rs. 2,600 per annum and a commission of 5/ a 
on the net profits after charging such salary and commission, they 
took him into partnership as from 1st January, 1972 given him one- 
eighth share of profits. 

The agreement provided that any etfeess over his former remu¬ 
neration to which Cashew 1 as a partner becomes entitled to will be 
provided out of ‘Apple's share of profits. 

The profit for the year ended 31st December, 1972 amounted to 
Rs. 63,600. Divide this amount between the Partners. 


Solution and Notes 

1. Even though ‘Cashew’ is admitted, and he is assured of 
i share in business profits, ‘Banana’ is not willing to give him any¬ 
thing more (at his cost) than what Cashew was getting as a clerk. 
Thus if i share in profits is going to exceed the salary and commission 
payable to Cashew, that is to be borne by Apple alone. Banana will 
take his usual share in profits remaining after deducting the amount 
equal to Cashew’s salary and commission, had Cashew not been 
admitted. Thus Banana’s share in profits can be calculated as 
under : 

Total profit earned 

Less Salary to Cashew had he remained a 
clerk 


Less Commission to Cashew at 5% on N.P. 
after charging such commission (had he 
remained a clerk) 105 : 63,000 : : 5 


65,600 

2,600 

63,000 

3,000 


Net Divisible Profits 
.-. Share of Banana 

Apple’s share should he 


60,000 

.12,000 

48,000 


2. Since. Cashew has joined as partner, he fc not entitled for 
salary of Rs. 2,600 and commission of Rs. 3,000. Instead, he wi g 
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J share in total profit of Rs. 65,600 = Rs. 8,200. Thus difference 
between present profit of Rs. 8,200 and salary and commission of 
Rs. 5,6C0 is Rs. 2,600 which is to be borne by Apple. 

3. Apple’s share in new firm would be Rs. 48,000—Rs. 2,600=> 
45,400. 


Let us put this in a P. & L: Account form : 

Dr. Profit tad Loss Account Cr. 


To Banana’s Capital 
(as calculated) 

Rs. 

12,000 

By Balance (Net Profit) 

Rs. 

65,000 

„ Cashew’s Capital (1/8 of 
65,600) 

8,200 



Apple’s Capital (Balanc¬ 
ing Figure or 48,000 — 
2,600) 

45,400 






65,000 


EXERCISE VIII 

1. Explain the circumstances under which it becomes necessary 
to admit a partner. What are the important matters that need 
attention at the time of admission of a partner ? 

2. (a) What is Goodwill ? What are the verious methods of 
valuing goodwill ? 

2. (6) Correctly rewrite the following : 

(t) When goodwill is brought by new partner, goodwill account 
is debited/credited. 

f [it) When new partner is unable to bring his share of goodwill 
total goodwill is raised/is not raised in the books of old 
nartners. 

a 

(m) Goodwill brought by the new partner is shared by the old" 
j&rtners in their profit-a haring ratio/profit sacrificing ratio . 

(»v) Even if one of the old partners does not agree with others, 
a new part can be/cannot be admitted. 

(v) Gash brought for goodwill by a newcomer is credited to 
bis Capital account/Goodwill account/Cash account. 

(vi) On the eve of the admission of a partner it is necessary/ 

9 is not necessary to make revaluation of assets and liabilities. 

8. Explain the accounting treatment of Goodwill on admission 
of a partner when :— 

(а) it is paid privately ; 

(б) it is brought in cash and retained in the business ; 

(c) it is brought in cash but not retained in the business ; and 

(df ii is not brought at all by the new partner. 
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4 Will there be any change in profit-sharing ratio when a partner 
* is admitted ? What do you understand by profit sacrifice ratio ? 
Explain with an imaginary example as to hew the profit-sharing 
ratio changes. 

5. Pandit who is a Sole Trader has decided to admit Quazi into 
partnership on the following terms : 

(а) Quazi is to bring in Rs. 35,000 of which Rs. 5,000 is to be 
for Goodwill to be paid over to Pandit, half of which is 
withdrawn by Pandit. 

(б) Quazi is to get 1/3 share in profit. 

Give journal entries to record these transactions. 

Ahmed and Muhmad were partners sharing equally. Their 
capitals on 1-1-1972 were Rs. 10,000 and Rs. 8,00 J when they 
decided to admit Sadiq for a fourth share in the business. Sadiq 
acquired this from Ahmed alone. He brought Rs. 12,000 in all 
of which Rs. 6,000 was for goodwill. Assuming (hat the good¬ 
will is retained in the business, pass necessary journal entries 
to record the above. Also give the Balance Sheet of the new 

firm. 

The goodwill amount of Rs. 6,030 brought by Sadiq must be 
' * credited to the Capital Account of Ahmod alone.) 

(An®. Capital : Ahmed Rs . 16,000, Muhmad 
Rs. 8,000 and Sadiq Rs. 6,000) 


7. Father and Mother are partners sharing profits and losses in 
3-2. They admit their Son as a partner who has to contribute 
Rs 5 000 as his capital and premium for goodwill for the 1/5 
share* He, being unable to bring in any cash for capital, 
Father advanced him as loan Rs. 3,000 and Mother Rs. 2,000 
as a gift which he introduced into the business. Further since 
he could not bring his share of goodwill also, it was raised in 
the books at Rs. 15,000. The capital of Father and Mother 
was Rs. 15,000 and Rs. 10,000 respectively. 

Pass the necessary journal entries assuming that : 

(а) Goodwill Account is to appear in the books. 

(б) Goodwill Account is not to appear in the books. 

mints • Though Father and Mother have advanced sums to 
Son there will be no effect on their capitals. The sums so 
received are credited to Son's Capital Account.] 

Ans : (a) Capitals : Father Rs. 24,000, Mother Rs. 16,000 

and Son Rs. 5,000. 

th) Capitals : Father Rs. 16,800, Mother Rs. 11,200 
and Son Rs. 2,000. 


8 Read and Write are partners sharing profits and losses in the 
ratio of 1 : 2- They admit Speak as a partner on the following 


terms : 
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(1) He pays in cash Rs. 10,000 for capital. 

(2) Goodwill of the firm is valued at Rs. 12,000 but Speak 
cannot pay his share in it. 

(3) Specie is to get J share in future profits which he acquires 
equaly from read and Write. 

Record the above in the books of the Firm presuming that 

(a) The Goodwill Account is not to appear in the books of 
accounts. 

(6) Goodwill is to be recorded without raising such account. 

(c) Show also the new profit-sharing ratio. 

[Hints (a) Goodwill is to be raised in old firm and then 
written off from new firm. 

(b) New Partner’s Account should be debited to the extent of 
his share of Goodwill and old partners’ Capital Accounts should 
be credited equally.] 

9. On 31st Dec., 1972 the Capital Accounts of Jaya an 1 Maya 
stood at Rs. 24,000 and Rs. 20,000. The partners were sharing 
profits in the proportions of the Capitals. They agreed to take 
Daya and Chhayk as partners under the following conditions : 
(*) Goodwill to be valued at Rs. 32,000. 

(«) Daya and Chhaya were to introduce into the business 
sufficient funds so as to make their share A and A* respec¬ 
tively. 

The Balance Sheet of Jaya and Maya on 31st Dec., 1972 wa 
as under : 


Creditors 

6,000 

Goodwill 

10,000 

Capitals 

Cash 

2,000 

Jaya 

Maya 

24,000 

20,000 44,000 

Assets 

38,000 


Rs 50,000 


Rs. 50,000 


3= 


= ■tta 


Give entries to record the above and show the Capital Accounts 
of Jaya, Maya, Daya and Chhaya assuming that goodwi l 
is wiped off completely. Also prepare Balance Sheet of the new 
Firm. 

[Hints: Goodwill is to be raised only to the extent o ‘ 
Rs. 22,000 and wiped off at full value.]. 

[Ans : (a) Capitals : Jaya R s. 24,000, Maya R 9 . 20,000, 

Daya Rs. 12,000, Chhaya Rs. 8,000. 

(6) Contribution to .Capitals : Daya Rs. 18.000 and 

Chhaya Rs. 12,000. 

(c) B/S Rs. 70,000.} 

PPA-ji/23 
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10. Milind and Madhav arc partners sharing profits and losses in 
the ratio of 1 : 3 They admit Minohar as a parin' r who pays 
Rs. 40,000 as Capital. The new ratio is to be 1 : 3:1. The 
goodwill of the firm is to be based on 2 years* purchase of the 
average of 4 years’ profits which were Rs. 18,000 ; Rs. 12,000 ; 
Rs. 20,0C0 and Rs. 10,000. 

Show by journal entries if 

(а) Manohar pays for goodwill-in Cash ; and if 

(б) he is unable to bring cash for goodwill. 

[Ans : Total Goodwill Rs. 30,000] 

11. Krishna and Balaram have been carrying on business in part¬ 
nership since 1965, with Capitals of Rs. 60,000 and Rs 20,000 
repcctivcly and sharing profits in the same proportions. The 
net profits for the years 1969, 1970 and 1971 were Rs. 50,000 ; 
Rs. 60,000 ; and Rs. 70,000 respectively. 

It is agreed that from 1st January, 1972, Balaram is to have 
5 share in the future profits and for the purpose he should pay 
a goodwill for the further proportion of profits. Such goodwill 
is to be valued on the basis of two years’ purchase of the 
average profits of the past there years. The Capital accounts of 
the partners are to be adjusted in accordance with new profit 
sharing arrangements, Krishna being fallowed to withdraw any 
additional amount standing to his capital account and Balaram 
bringing in necessary cash to make his capital proportionate. 

Pass journal entries to record the above arrangement, assum¬ 
ing that Balaram has brought in the necessary sum. Show also 
the Capital Accounts of the partners. 

[Ans : Total goodwill Rs. 120,000 ; Loss of Profit to Krishna 
o 3 0 ; Capitals Rearranged : Krishna Rs. 53,803 Balaram 
Rs. 39,200.] 

12. On.1st Jan., 1972, Arjun and Bheem who were trading in part¬ 
nership sharing in 7 :.5 respectively take in Draupadi giving her 
l share. Over and above her Capital, she brings in Rs. 48,000 
as her share of goodwill. She acquired her share of profit as to 

from Arjun and - 2 \ from Bheem. The cash brought in by 
Draupadi a; her Capital as well as for goodwill is credited to 
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one separate account in her personal name. On 31st Dec., 1972 
one year after admission, their Trial Balance stood a, follows 


Debit Balances 

Credit Balances 

Cash in hand 

Arjun's Drawings 
Bheem’s Drawings 
Draupadi’s Drawings 
Sundry Debtors 

Stock 

Furniture 

Machinery 

Buildings 

1 

24,000- 

16,000 

26,000 

4,000 

80,000 

50,000 

10,000 

1,20,000 

2,40,000 

P. & L. A/c (Current 
\ Profit) 

S. Creditors 

Arjun's Capital 

Bheem*s Capital 
Draupadi’s Personal 
Account 

1,16,000 

'54,000 

1,68,000 

1,20,000 

1,12,000 

Rs. 5,70,000 

t 

Rs. 

5,70,000 


Interest on Drawings is to be ignored but interest on Capital 
Accounts is to be allowed at 5% per annum after necessary 
adjustments therein as regards the cash brought for goodwill 
by DraUpadi. 

Prepare the Capital Accounts as revised and the Balance Sheet 
of the Firm as on 31-12-1972. 

[Hints : 

(1) Goodwill brought by Draupadi is mixed up with her 
Capital which should be removed and transferred to 

* Capital Accounts of other partners first. 

(2) The Capitals of the partners at the beginning of the period 
but immediately after admission are to be rearranged and 
then only Interest on Capitals be charged. 

(3) P. & L. Account should be revised to make adjustment of 
interest and then N. P. should be transferred ] 

[Ans : Capitals : Arjun Rs. 2,25,000 Bheem, Rs. 1,65,800 

Draupadi Rs. 79,200 ; B/S. Rs. 5,24,000\ 

Problems based on Revalntion of Assets & Liabilities 

13. Raj and Taj are in partnership sharing profits and losses equally* 
They admit Laj in partnership for equal share in future profits. 
The Balance Sheet of Raj and Taj at the time of admission o£ 
Laj is as follows : 
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Balance Sheet 

Liabilities 

Rs. 

Assets 

Rs. 

Capitals : 

Raj 

Jaj 

Sundry Creditors 

% 

40,000 

30,000 

10,000 

Plant & Machinery 
Patents 

Sundry Debtors 

Stock 

Investments 

Bills Receivable 

Bank 

15,000 

10,000 

20,000 

15,000 

10,000 

6,000 

4,000 


80,000 

• 

80,000* 


Terms of Admission : \ 


(1) Laj has to bring in Rs. 25,000 as Capital ancles. 10,000 
as goodwill. The goodwill is to remain in the books. 

(2) Plant and Machinery is subject to a reduction of Rs.'2,000 
and Patents by 10%. 

(3) A provision for Doubtful Debts is required at 5% on 
Sundry Debtors. 

The above adjustments are carried out and Laj is admitted as 
partner. 

Write up the necessary accounts and give the Balance Sheet of 
new firm. 

[Ans : Capitals : Raj Rs. 43,000 , Taj Rs. 33,000, Laj Rs. 25,000 

B/S. Rs. 1,11,000.] 

13. The following is the Balance Sheet of the Firm of Banerjee and 
Chatterjee on 31st Dec., 1971. They share profits and losses in 
three-fifths and two-fifths respectively. 


Creditors 

40,000 

Cash at Bank 

3,000 

-Bills Payable 

12,000 

Stocks 

20,000 

Reserve • 

10,000 

Debtors 

45,500 

Capital Ales. : 


Fixtures 

3,500 

Banerjee 

40,000 

Plant and Machinery 

35,000 

Chatterjee 

30,000 

Land and Buildings 

25,000 


Rs. .1,32,000 

Rs. 

1,32,000 
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They take Dutt into partnership on 1st Jan., 1972, the terms. 

t hal he shall pay Rs- 5,0o0 for i share of goodwill which 
was ^to ^e retained in the business and Rs. 15,000 as his share 
<■ p aD ; ta l The other partners’ capitals are to be adjusted in. 
ihe^Tohi-shanng ratios based on the share of new partner. 
Any excess or deficit be recorded in their current accounts. 

For the purpose of Dutt’s admission, the firm’s assets and liabi- 
litics were agreed to be revalued as under : 

Tfc 


(1) Land and Buildings to be valued at 

(2) Plant and Machinery to be reduced to 

(3) Fixtures to be reduced by 10% 

(4) Bad debts to be written off 

(5) Stock to be valued at 

(6) Provision for Doubtful Debts to be made at 5% 

(7) A creditor amounting to Rs. 100 is not likely to be paid* 

Write the necessary Accounts and prepare the Balance Sheet 
of new firm. 

[Ana : Revaluation Loss Rs. 5,000 ; Capitals : Banerje* 
Rs. 36,000, Chattarjee Rs. 24,000, Dutt Rs. 15,000 and B/3 
Rs. 1,46,900. Current Accounts : Banerjec Rs. 10,000 ( Cr.) and 
Chattarjee Rs. 10,000 ( Cr .)] 


15. The following is the Balance Sheet of M/s. Bombay, Calcutta 
and Delhi as at 30th Sept., 1972 : 


Sundry Creditors 

12,000 

Cash in Hand 

2,000 

Bills Payable. 

4,500 

Cash at Bank 

3,000 

Capital Accounts : 


Stock 

26,500 

Bombay 

42,000 

Bills Receivable 

8,000 

Calcutta 

45,000 

Sundry Debtors 

10,000 

Delhi 

23,800 

Motor car 

7,800 



Plant & Mach. 

40,000 



Buildings 

30 : 000 


Rs. 1,27,300 


Rs. 1,27,300 


They agreed to admit Shri Madras as a Partner on 1st Oct., 
1972 on the following terms : 

(1) AH partners to share profits and losses equally. 

(2) Building to be depreciated by 10%. - - 


30,000 

30,000 

500 

18,000 
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(3) Plant and Machinery to be appreciated by 20%. 

(4) Shri Bombay takes over Motor Car at an agreed 
of Rs. 9,000 and Shri Delhi agreed to take 
Receivable at a discount of 2|%. 

(5) A reserve of 5 % is to be created on Debtors. 

(6; Stock which was valued at Market price by the old part 

ners is to be brought into the books of the new firm a tr^.1 
price which is Rs. 21,000. *** 

(7) The goodwill of the firm was to be valued at two year** 

purchase of the average profits for last three years. ' Tk 
profits were Rs. 20,000, Rs. 30,000 and Rs. 40 000 
respectively. * 

(8) Shri Madras is to bring Rs. 25,000 as his Capital and 
necessary amount for his share of goodwill. 

You are required to prepare 

(a) Profit and Loss Adjustment Account. 

(6) Capital Accounts of the partners, and 


valuation „ 

over Bill, 


(c) Opening Balance Sheet of the new firm. • 

[Ans : Capitals : Bombay 38,000 Calcutta Rs. 50,000 ; Delhi 
Rs. 21fi00 and Madras Rs. 25 ,000, B/S. Rs. 1,50,500) 

[Hints : Loss on Bills Receivable and Profit on Motor Car are 
to be transferred to P. & L. Adjustment Account.] 

16. Anup and Bhupal share profits in the proportion of three- 
fourths and one-fourth. The Balance Sheet on December 31 
1970 was as follows : 


Sundry Creditors 

41,500 

Cayital Accounts : 


Anup 

30,000 

Bhupal' 

16,030 


Rs. 87,500 


Cash at Bank 22,500 . 

Bills Receivable 3,000 

Debtors 16,000 

Stock 20,000 

Fixtures 1,000 

Land and Buildings 25,000 


Rs. 87,500 


On January 1, 1971 Chandrajit was admitted into partnership 

on the following terms : 

(1) That Chandrajit pays Rs. 10,000 as his capital for a fifth 
share. 

(2) That Chandrajit pavs Rs. 5,000 for goodwill. Half of this 
sum is to be withdrawn by Anup and Bhupal. 

(3) That Stock and Fixtures be reduced by 10% ancLa 5% 
Reserve for Doubtful Debts be created on Sundry Debtors 
and Rills Receivable. 
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(5) 

( 6 ) 


PARTNERSHIP 'll (ADMISSION) 

That the value of Land and Buildings be appreciated by 

g: 

ssr tsa? 

Capital Accounts and give Balance Sheet. 

«*-= i-gs. r£jr kTi^'^r‘0^ 

10,000, BIS. A. WWW 

,7 - 

rcspc< lively : __ 


Creditors 
Bills Payable 
Reserve 

Capital Accounts : 
C 39,600 
D 33,600 
E 16,800 


18,900 1 
6,600 
7,000 

Land & Buildings 
Furniture 

Stock 

Debtors 

Cash at Bank 

50,000 

7,750 

29,860 

26,000 

8,890 

90,000 



Rs. 1,22,500 


Rs. 1,22,500 


They agreed to take F into partnership and give him 1/8 share 

of profits on the following terms : 

(1) That F brings in Rs. 16,000 as his capital. 

(2) That Furniture be written down by Rs. 750 and stock be 
depreciated by Rs. 1,860. 

(3) That a reserve of Rs. 1,320 be made for outstanding 
repairs bills. 

(4) That the value of Land and Buildings be written upto 
Rs. 55,100. 

(5) That the value of goodwill be fixed at Rs. 12,830. 

(6) That the capitals of C, D and E be adjusted on the 
basis of F's capital by opening the nevessary current 
accounts. 

Give the necessary journal entries, the Revaluation Account, 

and Capital and Current Accounts and also the Balance Sheet 

of the firm as newly consituted. 
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[Hints : G.W. should bn recorded through Revalution 
Account.] 

[Ans : Revaluation Profit Rs. 14,000 , Capital Rearranged • 
C : 48,000. D : Re. 40,000 , : Ik. 24,000 and * 

Rs. 16,000, Current Accounts : C : 7k. <500 (Cr). D : 

77,00 (Cr.) and B : Jk. 2,700 (Dr). BIS. Rs, 
1,56,520 ] 


18. The following is the Balance Sheet as at 31st March, 1970 of 
X and Y who are in partnership sharing profits and losses in 
the proportion of 3 : 2. 


Liabilities 

Rs. 

Assets 

Rs. 

Creditors 

15,400 

Premises 

10,000 

. Bills Payable 

3,000 

Plant & Machinery 

4,500 

Cupital Accounts : 


Furniture 

900 

X 24,000 


Stock 

12,500 

Y 10,000 

34,C00 

Debtors : 22,500 


-— 


Less R.D.D. 4,000 

18,500 



Investment 

4,250 



Bank 

1,750 


52,400 


52,400 


They admit Z into partnership from 1st April, 1972 under the 

following terms : 

(1) Z to bring in Rs. 10,000 as capital and Rs. 4,800 for two- 
seventh share of Goodwill. The Goodwill to remain in 
the business. 

(2) Value of the whole of the Goodwill on the same basis as 
that paid by Z to be raised in the books of the hew firm. 

(3) ‘Assets arc to be revalued as follows : 

Freehold premises • 15,000 

Plant and Mechinery 4,COO 

Stock at 10% less than the book value. 

*(4) Investments, the market value of which at the date of the 
Balance Sheat is Rs. 3,200 to be taken over by X at that 
value. 

<5) Reserve for doubtful debts to be reduced to Rs. 3,000. 

Make the required journal entries to give effect to the 
above terms and draw up the accounts of the partners and 
the Opueing Balance Sheet of the new Firm. 

[Hints : Total Goodwill of Rs.' 16,800, t.e., (4800xJ) is to 
be raised in the books of the new firm.] 

[Ans : Revaluation Profit Rs. 3,200, Capital Accounts': X 
Rs. 32,800, Y Rs. 18,000 and Z Rs. 14,800, Cash 
Balance Rs. 16£50 and B/S. Rs. 84,000 .] 
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19 ‘ partnership 2K52 

Ca l‘‘ tal ' Machinery & Plant 4,500 

B fo;So 35,000 Future ,2,500 

_ 2,100 Debtors 22 ,' 5 I S^ > IB 500 

Reserves 15 000 Less Reserve 4,000 18,500 

Creditors 1 , o 00 rtrn 

Bills payable V" Investment 5,250 

Bank 1 > 750 


10,000 

4,500 

900 

12,500 


5,250 

1,750 


Rs. 53,400 


Rs. 53,400 


They admit C into partnership from 1st October, 1972. The 
terms of agreement are as under : 

C to brine in Rs. 6,000 as capital and Rs. 4,800 for two- 
0) J vcni h share ofgoodw.il. Both these sum. arc to remain 
, ? n the business. C acquired his share equally from X 

and B. 

(2) Rs. 4,800 paid by C to be credited to the loan accounts of 

Ad; Sin respective proportions. 

I3) Value of the whole of the goodwill on the same basis as 

( that paid by G to be raised in the books of the new firm. 

(4) Assets are to be revalued as follows : 

Freehold premises 15,000 

Plant and Machinery 3,900 

Stock to be discounted at 10 per cent. 

(5) Investments, the market value of which at the date of the 
( Balance She. t is Rs. 3,200 to be taken over by A at that 

value. 

(6) Reserve for doubtful debts is to be reduced by Rs. 1,000. 

(7) 0 paid the sum of Rs. 10,800 by cheque on 1st October, 
1972. 

Make the required journal entries to give effect to the above 

terms, and draw up the accounts of A, B and C in the books of 
the firm. Prepare the B/S of the new firm. 

[Ans : Revaluation Profit : JU. 2,100 ; Capital ^txounts : A 
Rs. 31,400 ; B Rs. 16,600 and C Rs. 10,800. Loan 
Accounts : A Rs. 2,400 and B Rs. 2,400 ; Goodwill 
Rs. 16,800 and B/S. Rs. 79,900.] 
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20. A run and Bipin were partners in a business sharing profits and 
losses equally. Their Balance Sheet as at 31st December, 1966 
revealed the following position : 


Sundry Creditors 

12,000 

Cash in hand & Bank 

• 

2,050 

Bills Payable 

4,000 

Bills Receivable 

4,boo 

General Reserve 

5,000 

Sundry Debtors 

9,000 



Stock 

12,850 

Capitals : 


Plant & Machinery 

6,000 

Arun 20,000 


Fixtures and Fittings 

1,600 

Bipin 15,000 

35,000 

Premises 

9,700 

- -- 


Goodwill 

10,000 


Rs. 56,000 

Rs. 

56,000 


On 1st January, 1967 it was agreed to admit, Charu, a Sole t 

Trader, into partnership on the following terms • 


That he should bring into business his sundry debtors amount¬ 
ing to. Rs. 3,400 (less a reserve of 10% for doubtful debts), 
sundry creditors amounting to Rs. 700 and also the goodwill 
of his business at a valuation of Rs. 2,100. His capital in the 
new business is to be Rs. 8,000 the balance of whith he pays 
in cash. He is to receive { share of the profits of the firm. 


It was also agreed that the following adjustments should be 
made as regards the business of Arun and Bipin. 


Stock to be reduced by PvS. 850 ; Plant and Machinery to be 
increased by Rs. 1,000; Fixtures and Fittings to be reduced* 
by Rs. 550. The goodwill of the . business to be reckoned at 
Rs. 14,000. Bipin is to introduce sufficient cash to make his 

capital equal to that of Arun. 

Give the necessary accounts and show the opening Balance 
Sheet of the new firm. 

[Hints : Capital introduced by the new partner is not all in 
cash but in Cash, Assets and Liabilities.] 

[Ans :■ Revaluation Profit Rs. 3,600 ; Capital Accounts: Arun 
Rs. 24,300 Bipin Rs. 24,300 and Charu Rs. 8,000 ; 
Cash brought by Bipin Ri. 5,000 and by-Charu 
Rs. 3,540 ; Goodwill raised Rs. 4,000 only and R.D.D. 
deducted Rs. 340.] 

21. R, S dcT were partners sharing profit and losses in the ratio of 
3:2:1. On January 1st, 1972 they admitted U into partner¬ 
ship on the following terms : 
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U to have one-sixth share ^^^o^goodwtlUthrodgU rite 
paying Rs. 40,000 to R for tha '^^,hdraw Rs. 30,000 ; 
books of the firm). Of this amo * ^ further agre ed that 

U to bring in propornonate capital market value, viz., 

xrssJp s ivssu 

Tte B,1 “" 


Bills Payable 20,000 

Creditors 85 - 000 

C “P ita, “ : 50,000 

£ 40,000 

T 30,000 

Cash at Bank 

Debtors 60,000 

Investments at cost 30,000 

Furniture & F.tungs 10,000 

Plant _____ 

Rs. 2,25,000 

Rs. 2,25,000 


The profits for 1972 wereiRs. 60,000- 
Rs. 15,000 for R and S each and Rs. 7,500 lor 

Journalise the entries to be made on IJ*.**** 
capital accounts and balance sheet on 31 December, 

[Hints : 

(1) Goodwill brought by U must 'be crerbted to R's Capital 
Account who withdraws out of it Rs. 30,UUU. 

(2) U's Capital must be proportionate to his share °f jjrofi' m 
the business. This should be calculated on the bas.s of the 
adjusted capitals of other partners before admission . 

(3) After admission profit of Rs. 60,000 should be distributed. 
This profit is represented by increase in cash.J 

[An. : Revaluation Loss Rs. 15.000, capitals after admission 
but before division of profits : 

R— Rs. 52,500 ; S— Rs. 35,000 ; T— Rs. 27,500 ; 
and U-Rs. 23,000 . 

Final Capitals ; R-Rs. 57,500 ■ S- Rs. 40 000 . 

j’—Rs. 30,000 ; and U — Rs . 25,500 .] 

22. Ambalal, Babulal and Chottalal were 

profits and losses in the proportions of i, « ana 8 respective! 
Their position on 30th June. 1969 was as follows •: 
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Trade Creditors 

40,000 

Cash at Bank 

22,500 

4,500 

60,000 

35,000 

2,000 

29,000 

Bank Overdraft 

20,000 

Bills Receivable 

General Reserve 

16,000 

Trade Debtors 

Stock in Trade 

Capital Accounts : 


Furniture 

Ambalal 20,000 
Babulal 27,000 
Chottalal 30,000 

77,000 

Buildings 


1,53,000 


1.53,000 


On 1st July, 1969, they admitted Dhirajlal into partnership for 
i share on the following terms : 


(1) Dhirajlal to bring Rs. 25,000 as capital. 

(2) A Goodwill Account to be opened in the books (raised) at 

Rs. 40,000. ' 

(3) The value of Stock be reduced by 10%. 

(4) Buildings be appreciated by 15%. 

(5) A provision for Bad Debts of Rs. 4,000 be made. 

(6) There being a claim for damages against the firm, a liabi¬ 
lity to the extent of Rs. 1,000 should be created. 

(7) An item of Rs. 502 included in Trade Creditors is not 
likely to be claimed and hence should be written off. 

(8) After DhirajlaPs admission in the firm. Goodwill Account 
should be written off. 


Prepare Profit & Loss Adjustment Account, Partners* Capital 
Accounts and Balance Sheet of the New Firm. 


[Ans : Revaluation Loss Re. 3,648, Capital Accounts : Ambalal 
Re. 25,588, Babulal Re. 35,382. Chottalal Re. 38,382 and 
Dhirajlal Rs. 15,000 ; B/S Re. 1,74,850.] 

23. Ashok Kumar and Kishore Kumar were partners in a firm 
sharing profits and losses as Ashok Kumar 75% and Kishore 
Kumar 25%. Their Balance Sheet as at 1st January, 1971 was 
as given below : 


Sundry Creditors 
Reserve Fund 

Capital Accounts : 

Ashok Kumar 
Kishore Kumar 


40,000 

50,000 

50,000 

40,000 


Cash at Bank 
Sundry Debtors 
Stock 

Plant & Machinery 


5,000 

60,000 

35,000 

80,000 


Rs. 1,80,000 


Rs. 1,80,000 
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They agreed to admit Anup Kumar as a partnet on the follow- 

£> “ assets of the firm were to be revalued as follows : 

«) Plant and Machinery to be depreciated by 10%. 

(if) Stock was to be increased to Rs. 38,000. 

(Hi) Bad Debts Reserve was to be created at b/„. 

(iv) Reserve Fund was to be closed. 

" asSrSSB 

adjusted capitals Sf Ashok Kumar and Kishore Kumar. 
r» p.nfit and Loss Adjustment Account, Capital 

Account s^and Balance Sheet of the new firm. Find out the 
new profit-sharing ratio. 

r . . r?*tinhiatinn Ix)S3 Its. 8,000 ; Capital Accounts : Ashok 

[AnS W Rs 96,Too ; KHhyrc Kumar Rs. 55.500 and 
A^KumX. 38,000 and B/S R, 2,23,000 .] 

[Rs. 38.000 is 1th of combined capitals of old partners.] 

24. The Balance Sheet of Ravi and Kiran as at 31st Dec., 1971 was 
as follows : 

Capital Accounts : 

Ravi 12,000 aacJin 

Kiran 24,000 36,000 


Current Accounts : 

Ravi 14.400 

Kiran 9,600 

Sundry Creditors 
Bank Overdraft 


24,000 

6,000 

3,000 


Rs. 69,000 


Fixed Assets 

* 


Goodwill 
Land and 

12,000 


Buildings 

14,000 

27,600 

Fixtures 

1,600 

Current Assest : 


Stock 

25,200 


Debtors 

4,200 

29,400 

L^an to Prabhat 

12,000 


Rs. 

69,000 


Ravi and Kiran share profits and losses a* to i and §. The 
partners agreed to admit Prabhat, a Sole Trader, as a third 
partner from January 1, 1972. 

The assets were revalued as under : 

(a) Goodwill Rs. 18,000 ; Land and Buildings Rs. 30,000 ; 
Fixtures Rs. 6,000. 

- (6) Prabhat brings in the following assets in to partnership : 

Goodwill Rs. 6,000, Furniture and Fixtures Rs. 1,800, 
Stock in Trade Rs. 13,800. 



PARTNERSHIP II (ADMISSION) 


50 


(c) Profits in the new firm arc to be shared equally by three 
partners and the Capital and Current Accounts are to be 
so adjusted as to make the Capitals equal. For this purpose 
additional cash should be brought in by the partners 
concerned. No cash should be withdrawn. 

Prepare Capital Accounts, Current Accounts, Revaluation 
Account and Balance Sheet of the new firm. 

[Hints : Current Accounts should be transferred to Capital.] 

[Ans : Revaluation Profit Ra. 26,400 ; Capital Accounts : Ravi 
Re. 51,200 ; Kir an Re. 51,200 and Prabhat Re. 51,200 . 
Ravi brings in cash Ra. 16,000 and P/abhat Ra. 29,600. 
BIS Re. 1,59MO ) 

25. Box and Cox are partners in a firm sharing profits and losses 
ih the ratio of 4:3. Their Balance Sheet was as under on 
1st April, 1972 : 


Capitals : 

Box 21,000 

Cox 14,000 

35,000 

Goodwill 

Plant & Machinery 
Patents 

10,000 

15,000 

5,000 

General Reserves 

14,000 

Sundry Debtors 
Stock 

12,000 

18,000 

P&L Account 

7,000 

Bank 

8,000 

Sundry Creditors 

14,000 

Cash in Hand 

2,000 

Rs. 

70,000 


Rs. 70.000 


Fox is admitted as a partner on the above date on the following 
terms : 


(1) He is to be given 5 share in profits. 

(2) He cannot bring his share of Goodwill. The total Good¬ 
will of the firm is valued at Rs. 24,000. 

(3) The assets are to be valued as under : 

Plant and Machinery at 20% less than book value. 

Patents at Rs. 4,000, Stock at Rs. 16,500? 

(4) A provision for Doubtful Debts is to be made at 5% of 
Sundry Debtors. 

(5) A Liability of Rs. 1,030 is not likely to arise. The firm 
has to pay an amount of Rs. 1,900 to a worker a3 
compensation. 

(6) Fox has to contribute sufficient Cash to make his Capital 
5 of the total Capital of the firm. 



PARTNERSHIP—II (admission) 

<» b a S“1.h” 

drawn nr decidtd rn ,hnw .h= 

(8) "ysfaaAS* “ “»» »= i “ 1 

Give Memorandum Revaluation Account, Capital Accounts 

and Balance Sheet of the new firm. 

SrciS 

and Fox Rs. 16,445 and B/S. 88,000.] 
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(Retirement ; Dentil ; Amalgamation etc.) 


RETIREMENT 

A partner may retire from the firm : 

(а) in accordance with an agreement ; or 

(б) with the consent of all other partners ; or 

(c) in case of‘partnership at will*, by giving notice in writing 
to all ocher partners. 

Expulsion of a Partner. A partner may be expelled from the 
firm by any majority of partners by exercising the powers by other 
partners in good iaith. 

of a Partner. This is a natural and compulsory course 
of retirement. A firm may not be dissolved on death of a partner. 

' Rights of an Outgoing Partner 

Apart from the right to carry on a competing business after 
retirement, an outgoing partner is entitled to receive his share of 
interest in the property of the firm which he leave,. From accounting 
Anoint of view, there is no difference xn retirement expulsion or death. 
On retirement or death of a partner, the share of such outgoing or 
deceased partner in the firm is to be ascertained correctly. Necessary 
adjustments in respect of the following aspects are needed on the same 
principles as in case of admission : 

(I) Valuation and Treatment of Goodwill. 

(II) Revaluation of Assets and Liabilities. 

(III) Distribution of Past Reserves, Profits or Losses kept 

aside 

(IV) Ascertainment of Profit or Loss upto the date of retirement or 
death (Accrued Profi's or Losses). 

(V) Treatment of Joint Life Policy. 

(IV) Settlement of Retiring or Deceased Partner's Account. 


DPA-iim 
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(I) Treatment of Goodwill on Retirement 
{A) Where Goodwill does not appear in the books 


Transaction 


Account maintained 


(//) When Goodwill is 
raised at its full value at the 
time of retirement but written 
off afterwards 


Entries 

Narration 

Goodwill A/c Dr. 

To All Partners* 

Capital a/cs 

Goodwill raised at foil 

value on retirement or 1 

death (in Old Ratio) 

Goodwill A/c Dr. 

To All Partners* 
Capital a/cs 

Goodwill railed 
at full value (in Old 
Ratio) 


(Hi) When Goodwill is raised 
only to the extent of retired or 
deceased partner’s share and 
G.W. A/c maintained 


(iv) When Goodwill is 
raised only to the extent of 
share of retiring or deceased 
partner but written off 


Continuing Partners’ 
Capital Ales Dr. 
To Goodwill A/c 


Goodwill A/c Dr. 

(only retiring partner’s 
share) 

To Retiring Partner’s 
Capital a/c 

Retiring or dec¬ 
eased Partner’s share 
credited to his account 

Goodwill A/c Dr 

To Retiring Partners 
Capital a/c 

Retiring. Partner's 
share of G.W. credi¬ 
ted to his account 


Continuing Partners Dr. 
To Goodwill A/c 


Goodwill written 
off in “Benefit Ratio 1 * 


(v) When retiring partner’s 
share of Goodwill is to be 
given to him without raising or 
recording it 


Continuing Partners Dr. 
To Retiring Partner 
a/c 


Retiring Partner’s 
share of G.W. debited 
to other Partners in 
Benefit Ratio 


(5) Where Goodwill already appears in the books 


(f) If G.W. appears at No Entry 
correct value 


No Narration 


(if) If G.W. 
less than full value 


appears 


Goodwill A/c Dr. 
To All Partners' 
Capital a/c 


(i/i) If G.W. appears 
more than fupvalue 



Difference in full 
value and Book value 
raised 


Difference bet¬ 
ween Book value and 
Full value cancelled 













PARTNERSHIP—III (RETIREMENT) 3 

Note : Valuation of Goodwill is to be made in the same manner as in 
-case of admission. 

11 ca aS 

i32E?l in 2 

the continuing partners wish to maintain the assests and 
thei^origina "value, the Memorandum Revaluation-method « to be 
followed and the result of reversal entries is transferred to cont.nu ng 
partners in their new ratios. 

lU. Distribution of Reserves, Accumulated Profits etc. 

If there are any reserves or undistributed vrofite at the time of 
retirement or death, they must be tranferred to all the partners by 
‘debiting such Reserves and Profit and Loss Accounts and crediting 
all partner’s accounts in old ratio’. Sometimes, such Reserves Pro¬ 
mts are transferred to the partners through ‘Revaluation Account. 
If the continuing partners wish to maintain the Reserves or profits in 
the continuing firm, then only retiring partners share is transferred 
to his account. 

IV. Accrued Profit or Loss or Profit or Loss up to the date of 
Retirement or Death 

A retiring partner or executor of a deceased partner is entitled 
to a share in Profit (or Loss) upto the date of retirement or death. 
Retirement or Death may not take place exactly on the date of last 
Balance Sheet. As such profit or loss from the date of last Balance 
Sheet to the actual date of retirement is to be calculated and recorded 
properly. 

Usually, calulation of such profit or loss is made on the basis of 
•either the average profit of certain number of past years or on the 
basis of the Profit of the year immediately preceding (previous) to 
the year of retirement or death. The total profit of the business 
4s calculated upto the date of retirement or death out of which 
only retiring partner’s share is recorded as follows. Since such profit 
is approximate profit, it is recorded temporarily to Profit & Loss 
Suspense Account which is closed at the end of the year by tranfer- 
ring to Profit & Loss Account. 


Profit and Loss Suspense Account Dr. 

To Retiring or Deceased Partner’s Capital 
Account 

(Retiring Partner’s share of profit upto the date of 
retirement recorded.) 



Retiring or Deceased Partner’s Capital Account 
To Profit Sl Loss Suspense Account 
(Retiring Partner’s share of Loss upto the date of 
retirement recorded.) 
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Note : Suspense Account is finally to be transferred to Final Profit and. 
Loss Account at the end of accounting year. Till then it appears in the Balance. 
Sheet ot continuing Partners. 

V. Treament of Joint Life Policy 

Discussed in detail in foregoing pages. 

VI. Settlement of Retiring or Deceased Partner's Account 

Once the retiring or deceased partner’s share in the firm is 
ascertained, the amount payable to him is transferred to a separate 
“Loan Account” in case of retiring partner and to “Deceased 
Partner’s Executor’s (or Dependent’s) Account” in case of deceased, 
partner. Such ‘Loan’ or ‘Executor’s’ account is either settled imme¬ 
diately or in instalments depending upon the relations and financial 
position of the business. Generally, such loan or executor’s account 
carry certain percentage of interest. 

Some authors prefer to transfer the Capital Account of the 
Retiring or Deceased Partner to Loan or Executor’s Account imme¬ 
diately and then necessary adjustments in respect of Goodwill,. 
Reserves, Profits, Revaluation etc. are made in such accounts. This, 
however, does not make much difference. Hence any method can be 
followed. 

Benefit Ratio 

On the death or retirement of a partner, his share in the profits, 
will be taken by the remaining partners. Thus, they get additional 
share which is a benefit. On death or retirement of a partner, and 
therefore, such partner’s capital is credited for his share in Goodwill 
and this is to be contributed by the remaining partners in the ratio in 
which they get the additional share in profits, i.e., in the benefit 
ratio. The following Table explains how to calculate the same : 

Calculation of Benefit Ratio and the New 
Ratio of the Remaining Partners on the 
Retirement or Death of a Partner 



AS BETWEEN REMAINING PARTNERS 

New Ratio 

Benefit Ratio 

1. When New Ratio is given 

As given in the 
Question 

New Rat>o—Old 

Ratio 

2. When New Ratio is not given 

The same old Ratios 
between them 

The same old Ratios 
be ween them 

3. V.hcn Benefit Ratio is given 

Old Ratio + Benefit 
Ratio 

As given in the 
Question 
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PARTNERSHIP HI (RBT.REMBNT) 


PARTNER V only when the 

Calculation of benefit rat.o Go 'dwill is to be re- 

«-*■* °° od - 

will into Books of Account. 

Problems on Retirement 

"° 01 - (Goodwill on Retirement) 

ILLUSTRATIVE PROBLEM NO. Firm wit h capitals 

Akash, Badal OW^pectivety and sharing profits 

of Rs. 10,000, Rs 8,000 and R*- 6 * , 9 P 72j Badal retires. For the 

in the ratio of 3 : 2 : 1. On SWtDec., 1 ^ Firm was valued at 
purpose of retirement, the goodw.ll o 

Rs. 18,000. , t . ntrnarc capital accounts and 

■» - d *■” “ 

■8 •- — 

tained in the books. 

(d) Only Badal s share of Goodwill is ra.sed but later 

(.) ZZtSZZZ bis Share of goodwill without Pais- 
ing Goodwill Account. 

Solution ane Notes : 

Case (a) When Goodwill is raised and maintained. 

• Solution and Notes : 


Case ( a ) 




R*. | 

Goodwill Account Dr * 


j’lWOQ 

To Akash’s Capital Account 

To Badal's Capital Account 

To Suraj’s Capital Account 
(Goodwill rrised in books at full value at 


0 

the time of retirement) 




Case i a) Capital Accoonts 


Akash I Badal Suraj 


To Loan A/c 
To Balance 
c/d 


14,000 


9,000 

6,000 

3,000 


| Ak/ ash Badal I Suraj 


19,6*0 



I MM it 

’.Wl^GooWU 


6,000 

3,000 

9,000 
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Case (a) Balance Sheet of Akash and Saraj 





- 

Capital : Akash 

Suraj 

Badal's Loan Account 

Rs. 

19.000 

9,000 

14,000 

Assets* 

Goodwill (New Raised) 

Rt. 

24.000 

18,000 


42.000 


42.000 


= = = = 


^ 


"The total of the Capitals of Akash, Badal and Suraj before Badal's retire¬ 

ment is Rs. 24,000. Hence the Assets of the old business must be Rs. 24,000. 


Case (6) Goodwill is raised and then written off 


Case ( b ) (i) 

Goodwill Account Dr. 

To Akash’s Capital Account 

To Badal s Capital Account 

To Suraj’s Capital Account 
(Goodwill raised at full value in old ratio) 


Rs. 

18,000 

Rs- 

9,000 

6,000 

3,000 

00 

Akash's Capital Account • Dr. 

Suraj’s Capital Account Dr. 

To Goodwill Account 
(Goodwill written off from the books of 
continuing firm in new ratio 3*3:1) 

1 

13,500 

4,500 

18,000 

1 


Case ( b ) Capital Accounts 



Akash 

Badal 

Suraj 

1 

Akash 

Badal 

Suraj 

6,000 

3,000 

To Loan 

A/c 

To Good¬ 
will 

(wiped off ) 
To Bal. c/d 

13,500 

5,500 

14,000 

4,500 

4,500 

By Bal. b/d 
By Good¬ 
will 

(Raised) 

10,000 

9,000 

8,000 

6,000 

19,000 

14,000 

9,000 

19,000 

14,000 

9,000^ 


Case (6) Balance Sheet of Akash and Suraj 


Rs. 


Capital Accounts 
Akash : (10,000+9000-13,500) 
SU/AJ (6,000 + 3,000—4,500) I 
Loan Account : Badal 


5.500 

4.500 
14,000 


24,000 


S. Assets 
[Goodwill 

Raised 18.0C0 
Written off - 18,000] 


Rs. 

24,000 


24,000 


£ase (c) When only retiring Partner's Share of Goodwill is raised and maintained-. 




Cese (c) 


Goodwill Account 

To BaJal's Capital Account 
(Only Badal's ShWw of Goodwill raised in 


Dr. 


Rs. 

6,000 


Rs. 

6,000 
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Case «•) Capital Account 


— - 


» Akash Badal , 

I 

Suraj 


Akash 

Badal 

Suraj 

To Loan 

A/c 

ToBal. c/d 

10,000 

14,000 

6,000 

1 

By Bal. b/d 

By Good¬ 
will 

(Only Badal's 
Share ) 

10,000 

8,000 ] 
6,000 

6,000 

10,000 

14,000 | 6,000 

10,000 

J C...AI 

j 14,000 j 6,000 


Case (c) Balance Sheet of Akasta and Suraj 


Capital Accounts : 

Akash 10,000 

\ Suraj 6.000 

Loan Account : Badal 

Rs. 

16,000 

14,000 

S. Assets 

Goodwill 

(Only retiring Partner s share 
raised) 

Rs. 

24.000 

6,000 


30.000 


30,000 



Case W , : When only re.ing Partner's share of Goodwill is raised but subsequently 
mitten off ___ 


Case (</) (i) 

Goodwill Account 

To Badal's Capital Account 
(Only Badal's share of Goodwill raised 
in the books) 

Dr. 


Rs. 

6,000 

Rs. 

6,000 

<"> 

Akash’s Capital Account 

Suraj's Capital Account 
lo Goodwill Account 
(Badal's share of Goodwill raised at the 
ume of retirement now written off in 
Benefit Ratio*, viz., 3 : 1) 

Dr. 

Dr. 


4.500 

1.500 

6,000 


Case ( d) Capital Accounts 



Akash 

Badal 

Suraj 


Akash 

Badal 

Suraj 

To Loan 

A/c 

To Good- 
will 

' (Written ' 
off ) 

To Balance 
c/d 

4.500 

5.500 

14,000 

1.500 

4.500 

By Bal. b/d 
By Good¬ 
will 

(Only Badal's 
share raised) 

10,000 

8.000 

6,000 

6,000 

10,000 

14,000 

6,000 

10,000 

14,000 6,000 














PARTNERSHIP—III (RETIREMENT) 
Case (d) : Balance Sheet of Akash and SuraJ 


Capital Accounts : 

Akash no.000—4,500) 

Suraj (1.000— 1.500) 

Loan Account: 3adal 


Rs. 

5.500 

4.500 
14,000 

S. Assets 

Goodwill 

Raised 6,000 

Wiped off —6,000 

prog 

1 1 


Case (e) G.W. given to retiring partner without raising It 



Akash’s Capital Account 
Suraj’s Capital Account 

To Badal'a Capital Account 
(Badal's share of Goodwill adjusted to 
continuing partners* capital accounts in 
their profit ‘Benefit* Ratio, viz., 3 : 1 
without rasing Goodwill Account) 


Case (e) Capital Accounts 


Akash Bad a! Suraj 


Rs. 

4.500 

1.500 


Akash Badal Suraj 


To Badal • 
To Loan A/c 
To Balance 

c/d 


4,500 


14,000 


5,500 

10,000 14,000 


1.500 ByBaLb/d 
By Akash * 
By Suraj * 

4.500 

10,000 

8,000 

4.500 

1.500 

6,000 

6,000 1 

1O.C0O 

14,000 

6,000* 


Note • Badal’s share of Goodwill is purchased by Akash and Suraj in the 
ratio Of 3 : 1.‘ Hence their capitals are debited to the extent of Rs. 6,000 in the 
ratio of 3 : 1 and credit is given to Badal for his share of Goodwill. 

In all the above cases, Badal, the retiring partner gets his share 
of goodwill, i.e., i of Rs. 18,000= Rs. 6,000. Hi. Capital Account 
alongwith share of Goodwill is to be transferred to hts Loan Account 
by debiting ‘-‘Capital Account”. 


Badal's Capital Account 


1972 

Dec- 31 To Badal’s Loan A/c 


Rs. 

14,000 


14.000 


1972 By Balance b/d 
Dec. 31 By Goodwill 
- or 

(Akazk (wd Suraj ) 


Rs. 

8,000 

6,000 


14,000 
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Badal's Loan Account 

Dr. 


1972 
Dec. 31 


Cr. 

Rs. 


To Balance c/d 
(if not settled) 


,4.000 | *3. By Badal's Capital^ I^q00_ 

I I 14.000 

14.000 J | 

1973 „ , _ h/d 14,000 

Jan. 1 By Ba!a ° b/ 


losses in the ratio ol 3 2 • Dcccmbcr> 1972 was as follows : 

Their balance sheet on 

Balance Sheet As on 3I-I2-197Z 


Capital & Liabilities 


Sundry Creditors 
Bills Payable 
capitals : 

Ram 

Shyam 

Govind 


10.000 

10.000 

10.000 


Rs. 


Assets 


15 0D0 1 Cash at Bank 
5 000 I Bills Receivable 
’ Investments 

Debtors 
Stock 

, Furniture 
30.000 I Buildings 


50.000 | 


Rs. 


3.500 

2.000 

6.500 
6.000 
5.000 
2.000 

25.000 

50.000 


that : 


(1) Goodwill should be calculated on the ^ pro fc ts . The 

*■ '«■“* R ‘ 12 ' 000 

“ d for doubtful 

g -«* - " f 

buildings. , ^ -.tal 

P ‘ 

Solvation and Notes : 

Valuation of Goodwill 

M ° r ,h "' y “ r ‘'_ P ,'o"So+ .2.000+ .4,000—R.- 36,000 

... Average Profits=36,C00-r3=Rs. 12.C00 



to 
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Goodwill which is based on two years’ purchase of the- 
average profits=2x 12.000=Rs. 24,000. 

On the occasion of the retirement, either the total goodwill, 
can be raised in the books or only retiring partner’s share of goodwill 
can be considered. 

In this illustration the total goodwill is assumed to be raised and 
maintained in the books . 


{a) Revaluation Account (P. & L. Adj.) 



Rs. 


Rs. 

To R.D D. 

510 

By Building (Appreciation) 

1.250 

To Stock (10% x 5,000) 

To Ram=3/6 =120 

To Shyam=2/6 = 80 

500 





To Govind = 1/6 = 40 

240 




1.250 

O 

1,250 


(b) Capital Accounts 



Ram 

Shyam 

Govind 


Ram 

Shyam 

Govind 

To Loan 

A/c 

To Bal. c/d 

22,120 

18,080 

14,040 

By Bal. b/d 
By Good¬ 
will 

( Raised ) 

By Revalua¬ 
tion 

10,000 

12,000 

120 


.10,000 

4,000* 

40 

22,120 

18,080 

14,040 

22.120 

18,080 

14,040 


(c) Balance Sheet of Ram and Shyam 


(After Govind's Retirement) 


Capital Accounts 
Ram 

Shyam 

i 

Zgt» 

18,080 

Rs. 

40.200 

Goodwill {raised) 

Buildings {appreciated) 
Furniture 

Rs. 

24.000- 

26,250 

2,000 

Loan Account : Govind 

Sundry Creditors 

14,040 

15,000 

oiuLK \r eaticecj ) 

Debtors 6,000 

Less R.D.D. ’' 5/Q 

4,500 

5 490 

Bills Payable 


5,000 

#•••»» • 

Investments 

6,500 




Bills Receivable 

Cash at pa©k 

• ^ 

2,000 
l 3.500 



74,240 


[74,240 














J 1 


Sundry Creditors 
Bank Overdraft 
Reserves 

Capital Accounts : 

A 

B 

C 


6,000 

8,000 

10,000 


Rs. 

2,000 Cash 
4,000 Furniture 
3 >ai ° S. Debtors^ 

patents 

Plant and Machinery 
24 000 Land aod Buildings 


10,000 

400 


| W» 


Rs. 

400 

3,000 

9.600 

5.600 
8.400 
6,000 

33.000 


-- 7 from businss and the followed 

On the above date lncrs : 

revaluations were agreed upon by «n P 

i Depreciate Furniture by Rs- IbU. 

’ R n D was to be raised to 5% of Debtors. 

3 Vlaue of Plant and Machinery to be reduced by 10%. 

4 Land and Buildings be appreciated by 10%. 

5. Interest on overdraft! to be provided for six months at 5%. 

P ' a ‘ fi Goodwill of the business was to be valued at three times 
* r nr the last five years, which were . 

th e average pioh ^ ^ ^ Rs 6>0 00 ; 1968 Rs. 3,000 ; 

1969 Rs 2,000 and 1970 Rs 4,000 (Loss) 

Prepare necessary ledger accounts and show the Balance Sheet 
of the continuing partners. 

Sillation and Notes : 

♦ (1) Valuation of Goodwill 

To». P^ ypar ! -(4,000+ 6,000 + 8 ,000 + 2,CM i6 o 0|) 

_ , 16,000 _ Q onn 
Average Profits =—5 «=3,20U 

• Goodwill=Three times the average Profits 

•• 000 =3x3,200=Rs. 9,600 

Profit and Loss Adjustment Account _ 


To Furniture . _ 

{$00*4400) 

To Plant * 

To Interest on overdraft 



By Land & Buildings 
By Capital Accounts * 
zt-1/3=200 
.. —1/3 =-200 

'C—1/3=200 
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Capital Accounts 



A 

B | 

C 


A 

B 

cv 

To P. & L. 
Adj. (Loss) 
To C’s Loan 
To Bal. c/d 

200 

10,000 

200 

12,000 

200 

14,000 

1 

By Bal. b/d 
By Reserves 
By Good¬ 
will 

( raised ) 


8,000 

1,000 

3,200 

10,000 

1,000 

3,200 


10,200 

12,200 

11221 


10,200 


14,200' 


M/S. A & B 
Balance Sheet as on 1-1-72 


Sundry Creditors 

Rs. 

2.000 

Cash 



Bank Overdraft 

4,000 

Furniture 


2,840 

C’s Loan Account 

14,000 

S. Debtors • 

10,000 

Outstanding lnt. on O/D 

100 

Less R.DD. 

500 


Capital Accounts: 

A —10,000 

B —12,000 

22,000 

Patents 

Plant & Machinery 
Land & Buildings 


JL 1 1 


Goodwill* 


1 9,600 


42,100 



42,100 




•Goodwill is assumed to be raised at its full value and account is main¬ 
tained in the books. 

ILLUSTRATIVE PROBLEM NO. 4 


( Reserves , Goodwill , Revaluation and Profit upto Retirement) 
Ay B and C were partners carrying on business under the styl^ 
of ABC & Co. They shared profits and losses in the ratio of 2 : 1 : l 
respectively. Thier Balance Sheet as on 31st December, 1971 stood 
as follows : 


Liabilities 


Rs. 

Assets 

Rs. 

Sundry Creditors 


12,000 

Cash in hand 

10.C00 

Bills Payable 


14,000 

Sundry Debtors 

IS,500 

General Reserve 


10,000 

Bills Receivable 

12,500 

Capitals : 

Rs. 


Stock 

20,000 

A 

25,000 


Plant and Machinery 

25,000 

B 

12.500 


• 


C 

12,500 

50,000 





j 86,000 


86 ,000^ 



'= — «= = 




A retires from 1st April, 1972 a* per the following ternas : . 

(1) His share of Goodwill shall be determined on the baauof* 
two yean’ purchase of the average profits of last four years which 















PARTNERSHIP I" (^MENT) 


PARTNERS.P-» l . 2>000 ; l970-(Loss) *■ ’.BOO; 

uwere : 1968-R*- 4,000 , 

, 971 -Rs-4,800 .he books of the 

The Goodwill is no more to rema 

bUSinCSS ' r r „fit to the date of retirement shall be ascer- 

(2) His share of profit to ■ ^ ^ 19? , 

tained on the basis op under . stock Rs. 30,000 

(3) Assets were to be «val Rs 17>500 . plant and Machinery 
Debtors (on account of Baa u 

— ■‘ fcW “ *“ *■ *“ ° f 

. hU C» — V — - — ““ Sh “ ° f 

" ing partners. 

Solution and Notes : 

. a Caoital Accounts and the Loan Account 

th^necessary^accounts ’to be^pened. But in this problem, Good- 
S A c^ Reserves A/c are also shown. 

W ' General Resene Account _ 


To Capital Accounts 

i i = 

+ C 1 f " 

(Reserves closed) 


5,000 

2,500 

2,500 10,000 


10,000 


By Balance b/d 

(Opening Balance) 


Rs. 

10 , 000 . 


10,000 


Goodwill Account 

(Raised and Subsequently written off) 


To Capital Accounts : 

4 : = 

C 1 

(G.W. Raised) 


By Capital Accounts 


2,000 

1,000 

1,000 


2,000 

2,000 


4,000 


4,000 


(G.W. written off) 


PARTNERSHIP—III (RETIREMENT) 
Revaluation Account 


To Debtors 
To Plant & Machinery 
To Capital Accounts : 

A 2 = 2,000 

£ 1 = 1,000 

C 1 =* 1,000 


Rs. 


1,000 

By Stock 

5,000 

4,000 


10.000 



Capital Accounts 


To Good¬ 
will 

(written off ) 
To Draw¬ 
ings* 

To A— 
Loan* 

To Bal. c/d 


5,000 

29,600 


By BaJ. b/d 
By Reserves 
By Good¬ 
will (Raised) 
By Revalua¬ 
tion 

By P. & L. 
Susp.® 


,2 * 500 
00 2,500 

1,000 

1,000 


Sundry Creditors 
Bills Payable 
A's Loan Account 

'Capital Accounts : 
B 

C 


17,000 17 


Balance Sheet of B A C 


15.000 

15,000 


Rs. 1 



12,000 1 

Cash on Hand* 

10,000 

14.0u0 

Less withdrawn 

5,000 

29.600 

Sundry Debtors 

Bills Receivable 
Stock 


30,000 

Plant Sc Machinery 


85,600 

Profit & Loss Suspense A/c 




•JOjIC 


17.500 

12.500 
30,000 
20,000 

600 





Notes 1 . Valuation of Goodwill: 

Total Profits of four years =(4,000+2,000-2,800+4,800)=8,000 
Average Profit=Rs. 2,000 

Goodwill=two years’ purchase of average profits=Rs. 4,000 

2 . Profits uoto date of Retirement is based on Profit of 1971 (which is 
Rs. 4,800) 

Profit of 3 months uptc retiremcnt= x-^q=Rs. 1,200 

A's share=| of Rs. l,2Q0=Rs. 600. 
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PARTNERSHIP HI (RETIREMENT) 

Paying the Redrtog P art »« * “ '“^e^ement of account 

Sometimes, at the time of available. In such a case there 

of a partner, sufficient cash may no ^ ^ trcating , he retiring part- 

may be an agreement among P instalment basis. Such loan 

_T aan and then to pay it . _we hav< 


may' be an agreement^among pa. " Iment - basis . 

ner’s dues as Loan and then to p V j s mentioned, we have 

then will be eligible for interest. If no rate 

to take it @ 6% per , so , hc sam e method can be adopted 

On the death of a partne nartner’s executors, 

for settling the account of the decease P ^ anJ Sellleme nr of Loan) 

ILLUSTRATIVE PROBLEM NO. 5. rIner s sharing profits 

Sunday, Monday ^Tuesday wereja ^ their Ba , ance 


Sheet was an under 

• 




Liabilities 

Rs. 

Assets 

Rs. 

Sundry Creditors 
Contingency Reserve 
Capitals : 

Sunday 

Monday 

Tuesday 

Rs. 

120.000 
15.000 
10.000 

16.000 

4.0C0 

45,000 

Cash at Bank 

Debtors 

Stock , ,. 

Plant & Machinery 

Patents 

Investments 

Goodwill 

1 

2.000 

5.500 

5.500 

39.000 

3.000 

5.000 

5.000 







65.000 

1 

65.000 


On that date Mo»day 7^;“^^ 
valued^Rs^oV^Mo^ayr^iv'^h' ^^m^W Rvalue 

not to raise any Goodwill A/c in the books. 

The total capital of the new firm was fixed at Rs. 32,25U to oe 
•cantributed by the partners in the profit-sharing ratio, adjustments 

l ° bC S d M^ke a the entries for Goodwill adjustment ; prepare impor¬ 
tant ledger accounts and the new balance sheet f 

(B) Presuming that Monday is paid Rs. 25U on tn 
retirement and the remaining amount in four equal annual instal¬ 
ments with interest at 6% p.a. on the outstanding balance, show his 
-account for four years. 

Solution “^ o( JJ®J* 8 standing in t hc books at Rs. 5,°C0, 

Rs 15 000. Therefore, Rs. 10,000 must be raised. But % this raised 

Goodwill is not to be brought in books. Hc ?^ e ’ K^credit^ 

the additional Goodwill (3/10x 10,000 = Rs. 3,000) should be credit 
-ed to his account and the same should be debited to others in the 
latio in which they take his share, t.e., 1 : 2. 
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JOURNAL 


Sunday’s Capital Account 
Tuesday’s Capital Account 

To Monday’s Capital Account 
(Being Mondays share in increased Good¬ 
will adjusted to others’ Capital Accounts 
in the benefit ratio of 1 : 2) 


Rs. , 
1.000 1 
2,000 ; 


3,000 


LEDGER 

Profit and Loss Adjustment Account 


To Investments Account 
To Patents 
To Debtors 
ToR.D.D. 

To Capital Accounts : Rs 

Sunday I 

\Ar\ ndnv 1,050 


IV s. 

1,000 By Plant and Machinery 
*500 
500 
500 


Monday 

Tuesday 


700 I 3,500 


a 

6.000 | 


Rs. 

6,000 


, n : ffipr ,nre helween the book value of investments and the value 
they arc*Sken*over b?Monday is a loss to the firm. Hence, transferred 
Sc Loss Adjustment Account. 


6,0l>0 


a; which 
to Profi» 


Partners* Capital Accounts 


Sun. Mon Tues. 


Sun. Mon. 


Tues. 


To Invest¬ 
ments . 
To Monday s 
Capital 
To Monday s 
Loan A/c 
To Cash 
(Excess 
withdrawn) 


By Balance 

4 000 — b/d 20,000 15,000 10,000 

' By Contin- 

, n nn _ 2.0C0 gency 1 

, » 000 Reserve 2.00C 1,200 ; 800 

_ 16,250 — By Capital ; 


1,000 — 
2,000 , — 


Loan A/c _ — A/cs , 

To Cash 3 » 4CO Sunday — 1,000 — 

(Excess Tuesday — 2,000 , — 

withdrawn) By tr. & L. 

To Balance _ |2,900 Adj. A,c 1,750 1,050 ’. 700 

c/d l9 » 350 By Cash — - ; 3,400 

( Propor - (Deficit | | 

tionate) pa id in) 


( Propor - 
tionate) 


Rs. 23,750 I 20,250^ J4.900 


Rs. 23,750 20,250 i 14,900 


By Balance 4 

b/d 19,350 — i 12,900 


PARTNERSHIP—III (RETIREMENT) 


Balance Sheet as on 31st Joly, 1972 


Liabilities 

Rs. 

Assets 

Rs. 

Sundry Creditors 
Monday Loan A/c 
Capital Accounts : 

Rs. 

16.0C0 

16,250 

Cash at Bank 

Debtors 

Less Bad debts 

5,500 

500 

2,000 

Sunday 

Tuesday 

19,350 

12,900 

32,250 

Less R D.D. @ 10% 

5,000 

500 

4,500 








Stock 

Plant & Machinery 
Patents 

Goodwill 


• • a • 

§888 



64,500 

^3 S = —3 



64,500 


Workings 

Sunday 

Tuesday 

Balance on 1-7-72 

Add : Contingency Reserve _ v 

„ Profit & Loss Adjustment Account (Profit) 


Rs 

20.000 

2,000 

1,750 

Rs. 

10,000 

8*0 

700 

Less Goodwill Adjustment 


23,750 

a U>0P 

11,500 

2,000 

Actual Balances 

1 

22,75* 

”,50(T 

The total capital is fixed at Rs. 32,230. 
buted in their new profit-sharing ratio. 

This is 

to be contri- 


Ratio : 

Sunday : old 5/10 f Benefit (1/3 X 3/10)=5/10+ 1/10=6/10 
Tuesday : 2/10+(2/3 X 3/10)=2/10+2/10 = 4/10 
.*. New Ratios—6 : 4 or 3 : 2 


Rs. 32,250 are to be contributed by Sunday, Rs. 32,250x3/5 
=Rs. 19,350 and Tuesday Rs. 32,250 X 2/5 = Rs. 12,900. 

(B) Settlement of Loan Account 

Dr. Monday Loan Account 


Cr. 


1-7-72 

!» 


To Cash 
,, Balance c/d 


250 

16,000 

16,250 


1-7-72 


By Capital Account 
transfer 


Z3U | 


16.250 

16.250 
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30-6-73 I To Cash 

.. ... Balance c/d 


30-6-74 To Cash 

„ „ Balance c/d 


30-6-75 


By Balance b.'d 
12,000 1 30-6-73 Interest 

6.960 


I 4 720 I 1-7-73 i By Balance b/d 
1 8.0C0 * ^n-A-74 I .. Interest 


16.000 


12,720 


1-7-74 1 By Balance b/d 
30-6-75 5 „ Interest 


30-6-76 To Cash 


4,160 


4,160 


1-7-75 By Balance b/d 
30-6-76 Interest 


4,160 


Right to share future profits in certain cases 

In the absence of any specific contract, an oulging; partner has 

with the continuing partners. 

ILLUSTRATIVE PROBLEM NO. 6 ^^JSSssZ #S 

s.SSj 

his share in the old 6rm. 

was shared by Pen and Papar in their respective 

Show how the profit is divided among the partners? 

, UO^capitai aeeounts of p^tners on 3 1-U- 71 . 

S fe>w the profit-sharing ratios for 1971 and 1972. 
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Partnership—-hi (retirement) 


Solution and Notes 


(A) Profit-sharing Ratios for 1971 

(.) Pencil, the retiring partner gets equal to J of his previous 
Tatio= I/3X 1/5 = 1/15, leaving 14/15 for others. 

. (i.) In the remaining 14/15 (<.«., .1-1/15), Carbon, the new¬ 

comer is given 1/7, t.e., 14/15x1//—2/15. 


Thus Pencil, the retiring partner and Carbon, the new partner 
■get 1/15+2/15=3/15 leaving 12/15 (».«., 1-3/15) for Pen and Paper, 

(tit) Pen and Paper share 12/15 in the old ratio, i.e., equally, 
thus Pen getting 12/15X J = 6/15 and Paper 6'15. 


Therefore, Ratios for 1971 would be 


Pencil: 1/15,; Pen, 6/15, Paper: 6/15, and Carbon: 2/15 
•or 1 : 6 : 6 : 2. 


(B) Profit-sharing Ratios for 1972 

From 1972 onwards, Pencil will not be entitled to receive ary 
^hare is future profits. Therefore, when his share is eliminated, the 
profit-sharing ratio among Pen, Paper and Carbon remains as to 
‘6 : 6 : 2 or 3 : 3 : 1 or 3/7, 3/7 and 1/7 respectively. 

Profit and Loss Appropriation Account 


Dr. For the year ending 31 - 12-1971 Cr. 



Rs. 


Rs. 

To Pencil’s Loan Account 


By Balance of Profit 

22,340 

Interest at 6% 

To Capital A/cs Interest at 5% 
“Pen : (on 18,000+2,000) 

540 



1,000 



•Paper : (on 18,000+2,000) 

1,000 



Carbon : on 6,000 

300 



To Divisible Profits 

19,500 




22.340 


22,340 

— =—■ 3 S3 

To Pencil’s Loan Account 

'■ — SS — 

By Divisible Profit 

19,500 

1/15 share 

1,300 

To Capital Accounts 



Pen =6/15=7,800 




Paper =6/15=7.800 

Carbon =2/15=2,600 

18,200 



t 







19,500 

™ mm 





“Pen and Paper’* Gfpiuf *ccoums are to be credited with Goodwill 
brought oy Carbon and thee only r0srtM should be calculated. 
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Partners* Capital Accounts 



Pen Paper Carbon | 


Pen Paper 


31-12-1971 
To Balance 
c/d 


28,800 28,800 8,900 



1-1-1971 
By Balance 
b/d 

By Good¬ 
will 

By Cash 
31-12-1971 
By Interest 
By P. & L. 
Appr. A/c— 
Net Profit 



6,000 


1,000 1,000 300 


31-12-1971 
By Balance 
b/d 



ILLUSTRATIVE PROBLEM NO. 7 


Strong. Sturdy and Weak arc partners sharing in the ratio of 
2:2: 1. The Balance Sheet of thclW%n was as under on 30-9-1974. 


Sundry Creditors 
Bills Payable 
Reserves 
Capitals : 

Strong 

Sturdy 

Weak 


Rs. 

5,000 

2,000 

3,000 


10.000 

8.000 

7,000 


Cash at Bank 
Bills Receivable 
Stock 

Debtors 
I Furniture 


Rs. 

1,000 

1.500 

12,50a 

15,000 

5,000 


25,000 


35,000 


3$,Qfb 


Weak died on 1-10-1974. His dependants were entitled for the 
following : 

(i) His capital as on the date of death. 

(it) His share of Goodwill. The total of the business was 
valued at two years’ purchase of the average profits of last three 
completed years. The profits were Rs. 10,000 ; Rs. 12,300 and 
Rs. 14,000 respectively. 

(in) Share in Profit or Loss arising out of the revaluation of 4 
Assets and Liabilities. The assets were revalued as under : 

Stock at Rs. 12,000, Furniture at 4*000 and a provision for Bad 
Debts was made at 5% on Debtors. 
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Write the necessary 
•executors’ of the deceased, 
ing partners. 


accounts and ascertain the share of the 
Give the Balance Sheet of the contmu- 


Solution and Notes : 

(») Valuation of Goodwill : 

Profits of three years 10 , 000 + 12 , 000 +14,000= Rs. 36,000 
Average profit= 36,000-r3«=»Rs. 12,000 

• Total Goodwill -Two Years’ Purchased 2,000 X 2 
= Rs. 24,000 

.*. Share of Weak, the deceased partner= 1/5 X 24,000 
— Rs. 4,800 

(«) The deceased partner’s executors are also entitled to a share 
in accumulated reserves. 

Ledger Accounts : 


1. Revaluation Account 


To Slock 

Rs. 

500 

By Strong’s Capital—2/5 

Rs. 

900 

To Furniture 

1,000 

By Siurdy’s Capital-2/5 

900 

To R.D.D. @ 5% on 15.000 

750 

By Weak’s Capital -2/5 

450 


2,250 


2,250 


V 


2. Capital Accounts (of Continuing Partners Only) 



Strong 

Sturdy 


Strong 

Sturdy 

To Revaluation A/c 
(Los*) 

To Balance c/d 

900 

19,900 

900 

17.900 

By Balance b/d 
„ Reserves 
„ Goodwill 

wm 

8,000 

1,200 

9,600 

20,800 

IS, £00 

20,800 

18,800 


3. Weak’s (Deceased) Executor’s Account 


► 

To Revaluation (Loss) 

To Executor’s Lean A/c 

Rs. 

450 

11,950 

By Weak’s Capitai 
„ Reserves 1/5 
„ Goodwill 

Rs. 

7.000 

600 

4,800 


12.400 

| 

12,400 

“ ^ 
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4. Balance Sheet of Strong and Sturdy 


Sundry creditors 
Bills Payable 
Capital Accounts : 

Strong 

Sturdy 

Weak's Executor's Account 


56,7M) 

e = • 

lll.USTRATIVE PROBLEM NO. 8 



Cash at Bank 
Bills Receivable 
Stock 
Debtors 

Less R.D D. 

Furniture 

Goodwill 


15.000 

750 


R*. 

1,000 

1,500 

12,000 

14,250 

4,000 

24,000 

56,750 


A B and C arc in partnership sharing profits equally A dies 
on 31st March, 1975 and the partnership deed provided inter alia 
that 

(1) share of deceased partner’s capital account shall be taken 
at the balance on capital account as at the date of the last financial 
close, less any withdrawals made to the date of death ; 

(21 that his share of profit to the date of death shall be calcu¬ 
lated on the basis of the average profit of the three preceding years ; 

(3) that the Goodwill of the firm shall be taken at one year’s 
purchase based on the average profits of prccedmg five years ; and 

(4) that the firm’s freehold property shall be taken at an 

independent valuation. 

Finn’s last balance sheet was as under : 


Capital Accounts : 
A 
B 

C 

Sundry creditors 


30,000 

20,000 

20,000 


Rs. 


Rs. 


Goodwill 

18,900 


Freehold Property 

40,000 


Stock 

15.000 

70,000 

Debtors 

10.00a 

Cash at Bank 

4,500* 

18,900 

Cash in Hand 

500 

88,900 


88,900 


Freehold Property was valued at Rs. 58,000. 


t t, r vears ended 31-12*1974 were : 1970 r - 
Rs. ^ 1972 : Rs. 9,000; 1973 : Rs. 8,000 

aDd 1974 : Rs. 10,000. 

Show A ’s legal representative’s account and the Balance Sheet, 
of B and C as on 31-3-1975. 
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Solution and N°«** = Purchase of Average 

: (I) Valuation Goodwill ofprecedillg fi ve years. 

Aver ag f e r;t%fAU,000^000 +10,000) = 10) 500 

bu ^K^ H^2StK"S? S.soo: 

Thm S ihSeifa Suction in the value of Goodwill by Rs. 8,400, 

*■' ( 1 (H 9 ) 0 'Calculation of Profit upto the date of death : 

(Based on three years average profi ts)^ + 8 ()00+10 000I 

Avr. Profits of three preceding years= 2 3 

= Rs. 9,000. 

ip (Rs 50,000 - Rs. 40,000). 

* '* _ (|V) A' s Legal Representatives Accoant __ 


To Goodwill® 3 1/3x8,400 = 
S/iare //i reduction or value 
of G. W. 

To balance c/d 


By /Ts Capital (31-12-74) 
By P. & L. Appr A/c 
2,300 (5Aor«r in Profit) 
33,950 By Revaluation A;c 
(Share in Profit on 
Property) 

36,750 


(v) Balance Sheet of B and C as on 31-3-1975. 


B's Capital : 20,000 j 

Add Profit in Property 0,000 j 

26,000 1 


Less Reduction in 
GM'. 


2,800 


C’s Capital : 20.000 j 

Add Profit in Property o.0U° ! 

26,000 


R( 

Good-.vi'l (13,900-8,400) 
Frcehoid Properly 
Stock 
Debtors 
Casn at Bank 
23,200 Cash in Hand 

P. & L. Appr. A/c =3 


33,950 


Rs. 

30,000 


6,000 

36,750 


Rs. 

10.500 

58,000 

15.000 

10,000 

4.500 

500 

750 


Less Reduction in 
G. W. 

Sundry Creditors 
yl*s Legal Represen¬ 
tative’s Account 


2,800 | 23,200 1 
18,900 
33,950 
99,250 


99.250 
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Joint Life Policy 

A Joint Life or Assurance or Survivalship Policy is generally 
effected with double purpose. Firstly, with a common purpose of > 
providing security by shifting risks and, secondly, with a view to pro¬ 
vide necessary funds which may be needed at the time of death of a 
partner. An Assurance Policy is taken on the joint lives of all the 
partners, so that even if any one of the partners dies, the firm gets 
the full value of the Policy which can be very well used to settle the 
account of the executor of the deceased without disturbing the 
position of the business. 

When such a Policy is taken, the Firm pays premiums regularly 
which are treated as business expenditure. The firm gets full 
amount of the Policy either on its maturity or on the death of a 
partner whichever is earlier. After the death of a partner, further 
premiums are not payable. 

The firm can 'even surrender the policy to the Assurance 
Company, particularly when a partner retires. Under the circum¬ 
stances it gets from the Assurance Company only the Surrender 
Value which is usually less than the paid-up value. 

Surrender Value 

Surrender means voluntary return of the policy when the firm 
finds it difficult or inconvenient to continue to pay premiums. 
Surrender Value of a Policy is the amount which the Assurance 
Company is prepared to Day to the Firm when the Firm wishes to 
surrender the Policy. 'Surr : . dcr value is the present cash value or 
the market value of the policy. If the policy is treated as an asset, 
we can call the surrender value as the depreciated value ol such 
policy. 

Accounting Procedure 

The transactions in connection with the Joint Life Policy can 
be recorded in any one of the following ways : 

(A) Joint Life Policy Account Not Maintained 

Under this method, all premiums paid are treated as expenses 
and debited to Profit and Loss Account at the end of every year. 
On maturitv or surrender or death the amount realised is treated as 
an income from sale of such.policy and credited to all partners* 
accounts in their profit-sharing ratio. In this method, Joint Life 
Policy Account does not appearin'the Balance Sheet. 


PARTNERSHIP-IH (RETIREMENT) 


JOURNAL 


Premium on Policy Account 
To Cash or Bank 

(Being Premium paid)___ 

"profit and Loss Appr. Acc ° u "l Iint 

To Premium on Policy .Accoiirnt t) 

i (Premium transferred to P. & L. Appr. ^ _ 

Cash or Bank Account 

To Joint Life Policy Account surrender 

(When Policy amount realised either o 
or maturity or death of a partner)__ 

' "joint Life Policy Account 

To All Partners Capita! Accounts p - aru >* rS 

I (Amount realised on Policy transferred .to an P» w 
! in their profit-sharing ratio) 


v - - 

(B) r “ d ’ “ 
Reserve 

In this method, the premium paid every yc<^ ‘pbltcy'ls treated 
value (instalment-value) of the asset, as J' , is directly debited to 

as an Asset. Therefore such P> cr " lll ^ amo if ?o] £ is valued at the 

joint Life Policy^/c. As an asset, J o.ntLde^ ^ - ud valvm „ r 

end of every year at it* market or sale ?° - p , * to t hc Sui redder 
Surr.ndtr Value. To bring down the 'id d ^ its surrc ndcr 

Value, any difference between the P re ™ ,"V£ rred to Profit and Loss 
Value is treated like depreciation and iranHerrca to 

Appr. Accoimt. _ 


Joint Life Policy Account 
• To Cash o r Bank Account 

(Being Premium paid on P olicy) ____ 

Profit and Loss Appr. Account 

( to Us surrender 

value by charging the difference between 

paid and surrender value to Profit and J^s^Ap pr. a ) 

Cash or Bank Account 

To Joint Life Policy Account . m 

(Realisation of Policy amount dh its surrende , 
maturity or on death of partner)_•_ 

Joint Life Policy Account - 

To All Pariners’ Capital Accounts n , r|nc _ s : n 
(Policy Account Balance transferred to pinners .n 
their profit-sharing ratio) 
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(C) Joint Life Policy Account and Joint Life Policy Fund or 

Reserve Account maintained at Surrender Value 

Like in above method, premium paid is treated as price paid 
for acquiring “Policy” asset and debited to “Joint Life Policy 
Account”. However, before bringing down the Joint Life Policy to 
its Surrender Value, Policy Fund or Reserve is created by keeping 
aside profit equal to the premium paid. Any reduction or deprecia¬ 
tion in the value of Joint Life Policy is then transferred to such 
Fund or Reserve Account instead of transferring it to P & L Appr. 
Account. (This method resembles to Depreciation Fund Method or 
Sinking Fund Method.) 


i. 1 

Joint Life Policy Account 

To Cash or Bank Account 
(Premium paid on Policy) 

Dr. 

1 

1 

i 

i 


2 . 

Profit and Loss Appropriation Account 

To Joint Life Policy Fund Account 
(Amount equal to preoiium is kept aside under Fund 
Account) 

Dr. 



3 - 

Joint Life Policy Fund (or Reserve) Account 

To Joint Life Policy Account 
(Joint Life Policy brought down to its surrender value 
by charging depreciation to Fund Account) 

Dr. 



4. 

1 Joint Life Policy Fund Account Dr. 

To Joint Lire Policy Account 

1 (Joint Life Policy Fund Account closed by transferring 

1 to Policy Account on the date of death or maturity 

1 or surrender) 


i 

5. 

Cash or Bank Account 

To Joint Life Policy Account 
(Policy amount realised) 

Dr. 



• 

6 . 

Joint Life Policy Account 

To All Partners* Account 

1 (Balance of Policy Account transferred) 

i 

Dr. 

1 • 
i 



(D) Joint Life Policy Account maintained at its Fall Value 
with Joint Life Policy Fund A/c 

Under this method, no doubt. Policy Fund or Reserve Account 
is created as in above method But amount so kept aside is not 
equal to premium paid but such amount kept under reserve is equal 
to a difference between* Premium* paid and the Surrender Value 
(Premium -Surrender Value). Since Policy is to be maintained at 
its ffill value in books, it will not be brought dowu to the Surrender 
Value. As such, Policy Account remains unaffected. 
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Toint Life Policy Account 

(Premiumpa^d o^ Joint! Life_Policy)_ 

value 

ffiralidT undergo" y /and or Reserve Account 

at the end of the y» ar)___ 


- date or matu- 

,ranSferr ‘ n8 l ° PO “ Cy 

___ j 

4 - SSSW“-“-‘ I 

or surrender)__ 

5 Unt Lifc Policy Account 
' ( Ba^'ir^^r nan-ferred to a., partners, 

Problems on Joint Life Policy ( and Death) 

ILLUSTRATIVE «° B P*' N J t ’ ok out a Joint Survivalship Policy 
Thefiimof^^a C * Q . ft ordcr to provide funds for 
on 5th Januaiy, 19btf foiif • ’ ^ tor in case of death of partner, 

settlement of the; Accoun: of e *£“ wa# paid G n 5th January, 1971. 

S h d C icd on ^^1971. Assume that the Surrender Value 
of the PoUcy was as follows : ^ in ,970, Rs. 225. The 

In 19o8, nil1 , m » (he ratio 0 f 2 : 1 : 1 and the 
KTwei a closed on 31st December, each year. 

3 Where joint Life Policy Account ,s maintained at its. 
KjKffiAicSJnd A/c are maintained 

31 SUr (D) d Where U PoIicy Account is maintained at Full Value along 
with a Reserve A/c. 

Solution and Notes : 


CASE—A 
Dr. 


LEDGER 

Premium on (J. L. Policy) Account 


500 I 31-12-^fc By P. & L. Appr. A/c 


5-1-1968 To Cash Account 


500 
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5-1-69 

To Cash Account 

Rs. 

500 

5C0 

31-12-69 

By P. 8c L. Appr. A/c 


5-1-70 ! 

To Cash Account 

50o| 31 -12-70' 

500 | 

= «==! 

By P. & L. Appr. A/c 

500 

500 

5-1-71 ' 

To Cash Account 

500 

500 

31-12-71 

By P. & L. Appr. Ale 

11 


Dr. 2. Profit and Loss Appropriation Account Cr. 


31-12-68 

To Joint Policy 

Premium Account 

Rs. 

500 




31-12 69 

To Joint Life Policy 
Premium Account 

500 | 




31-12-70 

To Joint Life Policy 
Premium Account 

500 




31-12-71 

To Joint Life Policy 
Premium Account 

500 





3. Joint Life Policy Account 


10-2-71 

To Capital Accounts : 
T ransfer 

A—112 

B -1/4 

C —1/4 

Rs. 

10,000 

5,000 

5,0t0 

10-2-71 

By Cash Account 
(Policy amount 
realised) 

Rs. 

20,000 



20,000 



20,000 

CASE- 

Dr. 

-B 1. Joint Life Policy Account 

(Maintained at Surrender Value) 

Cf. 

5-1-68 

To Cash Account 

Rs. 

5C0 

31-12-6S 

By P. & L. Appr. A/c 

Rs. 

500 

(Premium paid) 

500 


{Surrender Value nil) 

500 
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5-1-69 

To Cash Account 

Rs. 

500 31 
31 


- 

500 

1-1-70 

5-lr70 

To Balance b/d 
' M Cash Account 

|8|W 


• 

_. 

1-1-71 

5-1-71 

10-2-71 

To Balance b/d 

(Surrender Value) 
Cash Account 
(Last Premium ) 

„ Capital Accounts 
Profit Transferred 

A —1/2 9,637 

B . 1/4 4,819 

C—1/4 4,819 

Rs. 

225 

500 

19,275 



20.000 


By P- & P- Appr. A/c 
.. Balance c/d 


Rs. 

375 

125 

500 


By P. & L. Appr. A/c 
„ Balance c/d 


Rs. 

400 

225 

625 


10-2-71; By Cash Account 
(Policy amount 
realised) 


Rs. 

20,000 


20,000 


Dr. 


2. Profit and Loss Appropriation Accouot 


Cr. 


31-12-69 



Rs. 



To Joint Life Policy 
Account 

500 



To Joint Life Policy 
Account 

375 1 



To Joint Life Policy 
Account 

U| 



CASE—C 
Dr. 


1 . Joint Life Policy Account 
(At Surrender Value) 


Cr. 


5-1-68 \ To Cash Account 


31-12-68 


5-1-69 


To Cash Account 



Rs. 

By Policy Fund Account! 500 


500 


31-12-691 By Policy Fund Account 
„ Balance c/d 


Rs. 

375 

125 


500 
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1-1-70 

5-1-70 

To Balance b/d 
„ Cash Account 

Rs. 

125 31-12-70 
500 31-12-70 

625 • 

By Policy Fund Account 
By Balance c/d 

m 







1971 
Jan. 1 
„ 5 

Feb. 10 

To Balance b/d 

To Cash Account 

To Capital Accounts 

A —1/2 9.750 

B - 1/4 4.875 

C-l/4 4,875 

Rs. 

225 

500 

19.500 

1971 
Feb. 10 
»» Jo 

By Policy Fund A/c 

By Cash 
(Policy amount 
realised) 

Rs. 

225 

20,000 




20,225 



~2(U27 


2. Joint Life Policy Account 

Dr. (Created Equal to Premium Paid) Cr. 




Rs. 


1 


R*. 

31-12-68 

To Life Policy 

500 

31-12-68 

By P. & L. Appr. | 


500 



500 






Rs. 



■ 

M 

31-12-69 

To Life Policy 

375 

31-12-69 

By P. & L. Appr. 


LJ 

»» 

To Balance c/d 

125 



W* 

M 



500 



u 

500 

« C Oi 



Rs. 




Rs. 

31-12-70 

To Life Policy 

400 

1-1-70 

By Balance b/d 


175 

•» 

To Balance c/d 

225 

31-12-70 

By P. & L. Appr. 


mm 



625 




j 625 


10-2-71 

To Life Policy 

Rs. 

225 

1-1-71 

By Balance b/d 

Rs. 

225 



225 



225 


3. Profit and Loss Appr. Account 


31-12-68 

To Life Policy Fund 

1 500 J 



3 1-!2-69| 

To Life Policy Fund 

) 5001 

| j 
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31-12-70; To Life Policy Fund 


5C0 


i 


CASE-D 

Dr. 


1. Joint Life Policy Account 

(Maintained at Full Value) 


Cr. 


1-1-** To Cash Account 


5C0 31-12-68' By Balance c/d 
”500 


Rs. 

500 

" 5 OO 


1-1.69 To Balance b/d 
5-1-69 4 To Cash Account 


—r 

5C0 1 31-12-69| By Balance c/d 

500 


1,000 



1-1-70 | To Balance b/d 
5-1-70 | To Cash Account 


1971 
Jan. 1 
.. 5 

Feb. 10 


To Balance b/d 
To Cash Account 
To Capital Accounts 
Profit transferred 
>4—1 /2 9,637 

*-1/4 4.819 

C —1/4 4,819 



Joint Life Policy 

Reserve Account 
By Cash Account 


1.275 

20,000 


21,275 


2. Joint Life Policy Reserve Account 


(Equal to Premium 


Paid minus Surrender Value) 


31-12-681 To Balance c/d 


Rs 

5C0 


| 31-12-68^ By P. & L. App. A/c 


50oJ 


31-12-69 


To Balance c/d 


Rs. . 

875 * M-69 
1-12-69 


R7S 


P 


By Balan ce b/d 
By P. & L. App. A/c 


Rs. 

500 

SCO 


Rs. 

5C0 

375 


875 
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31-12-70 

To Balance c/d 

L 

Rs. 

1.275 

l-l-7»> 

31-12-70 

By Balance b/d 

By P. & L. App. A/c 

Rs. 

875 

400 

1 

1.275 

1.275* 

10-2-71 

To Joint Life Policy 
A/c Transfer 

Rs. 

1,275 

1-1-71 

By Balance b/d 

Rs. 

1,275 

[T27 7 

1.275 

Dr. ** 3. Profit aod Loss Appropriation A/c Cr. 

31-12-68 

To Joint Life Policy 
Reserve Account 

| 500 

1 

l 

31-12-69 

To Joint Life Policy 
Reserve Account 

375 

i 

1 

31-12-70 

To Joint Life Policy 
Reserve Account 

| 400 

J 




ILLUSTRATIVE PROBLEM NO. 10 {Death and J L. Policy) 

Ravi, Som and Mangal are partners sharing profits and .osses 
as 6 : 5 : 4. They have a Joint Life Policy for Rs. 2,00,000 mx which 
they pay Rs. 7,500 p.a. as premium and debit the same to Profit and 
Loss Account as premium. Accounts are closed annually on 
December 31. 

Som died on April 1, 1972. Som’s legal representatives are 
entitled to : 

(i) his capital as appearing in the last Balance Sheet; 

(it) interest on Capital at 6% p.a. to the date of death ; 

(tit) his share of profit calculated till the date of his death on 
the basis of the previous year’s profit ; and 

(it;) his share of Goodwill calculated as two years’ purchase on 
the average of the last three years’ profits before inclusion of the 
policy premium as a business expense. 

Soin’s drawings in 1972 amounted to Rs. 3,000. His Capital 
shown in the 1971 Balance Sheet was Rs 80,001). The profits for 
the three years 1969, 1970 and 1971 after inclusion of the Policy 
premium as a business expense amounted to Rs. 65,000, Rs. 6»,000 
and Rs. 69,000 respectively. 

Draw up the Executors’ of Som Account. 
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Solution and Note* : 

» 31 - 3 - 1972 ’ i ‘~ 3 ““^_ 5/12 x 69 ,000- k .. 

Profit for 3 months-3/l^x „ 

W„^i^UR,. 5 /.5x 1 ^»- R - 5 ' 750 

(it) • Som’s Share of Goodwill before charging premium 

Goodwill is to be calculated on pro fi ^ ^ charging the 

of Rs. 7,500 in each y« r - ^ um P c f Rs 7,500 X 3=Rs- 22,500 to bo 

fESwinSSal profit of 3 year, 

... 1969—Rs- 65,000 

1970— ,, 64,000 

1971— „ 6 9,00° 

Rs. 1 ^ 98 , 000 +Rs. 22,500=Rs. 2,20,500 

• Average Profit-2,20,500xl«=R»^3,500 

V GoodwiU=2X 73,500=Rs^l.47,00Cland 
Som’s share is JX l,47,000=Rs. 49,000. 

(Hi) Som’s Share in J 0 *” 1 L Account . Hence, JLP 

The premiums are <*ebi death full Rs . 2,00 000 

Executors of Sod (Deceased) A/c 


Dr. 

_- 

Rs. 

1972 


Rs. 

1972 

Apr. 

1 

To Drawing A/c 

3.000 

1,99.617 

Apr. 

By Capital A/c— 
transfer . 

80,000 

„ Balance c/d 

1 

„ Interest on Capital 

1,200 




@6% for 3 months 




1 

„ Profit and Loss 
Suspense A/c 

5,750 




1 

„ Goodwill A/c 

49,000 




1 

„ Joint Life Policy 
A/c 

66,667 



1 2.02,617 



2,02.617 



|\pr. 1 

By Balace b/d 

1,99*617 


W>A—11/26 


PARTNERSHIP—in (RBTIREMBNT) 

(Death and Policy) 

in partnership 
on 31-12-1969 were : Anu 
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ILLUSTRATIVE PROBLEM NO. 11 

Ann, Bann and Cana carried on busiuess 
3 '• 2:1- Their Capitals on 31-12-1 
Ks * 10,400 ; Banu Rs. 5,000 ; and Cami Rs. 3,000. 

nr^ a °k- 2d T h Fcb A ruar y> 1970 » Anu died* and you are instructed to 
prepare his Loan Account having regard to the following facts : 

, n ^ j The h ? d insured th ® Partner’s lives severally (indivi- 
dually and not jointly), Anu for Rs. 9,000, Banu for Rs. 4,800, and 
Canu for Rs. 2,400. The premiums have been charged to Profit and 
Loss Account and the Surrender Value on 28th February, 1970 
amounted m each case to one-fourth of the sum assured. 


(n) Capital carried interest at 5% p.a. 

(iii) Anu’s drawings from 1-1-1970 to the date of his death 
amounted to Rs. 1,200. 


(tv) Anu’s share of profits for the portion of the current financial k 
year for which he lived was to be taken at the sum calculated on the 
average of the last three completed years and Goodwill was to be 
raised on the basis of two years’ purchase of the average profits of 
those three years. 


The annual profits were Rs. 9,200, Rs, 7,400 and Rs. 8,600 
respectively. 

Also pass entries for the Joint Life Policy and prepare the 
JLP Account. 

Solution and Notes : 


(0 Ana’s Share in Profits 


Year 

Profits 


Rs. 

1967 

9,200 

1968 

9,400 

1969 

8,600 

Total 

25,200 


♦ 


.\ Average Profits=25,200 X J 

=Rs. 8,400 


In Rs. 8,400, Anu gets 3/6ths for 2 months 
.*. His share=3/6x 8,40.0X 2/12*=Rs. 700. 

(w) Ana’s Share in Goodwill 

Total Goodwill is two times the average profits'of last three 
years, i.e., 2 X 8,400 => 16,800 A 

.\ Anu’s share=3/6x 16,800=Rs. 8,400. 


(*>). Asa’s Share In JoiBpI ife Policy 

. He pis hk share in the total value of his Policy and his share 
Arfke Surrender Values in others’ Policies 
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... 3/6 X 9,000+3/6 xi ( 4 ,80°+2 > 400 ) 

=4,5004 900 
=Rs. 5,400. 


Ana (Deceased) Loan A/c 


*/» • 

28-2-1970 

To Drawings A/c 
„ Balance c/d 

Rs. 

1.200 

23.787 

28-2-1970 

By Capital A/c transfer 
„ Interest on Capital @5 /0 
p.a. for 2 months 

Profit and Loss Suspense 
A/c 

„ Goodwill A/c 
” Joints Life Policy A/c 

Rs. 

10,400 

87 

700 

8.400 

5.400 

24*987*" 


24,987 

- 



28-2-70 

By Balance b/d 

23,787 


Individual Joint Life Policies 

- Uv ” ofp ‘"' 

£*££ - * *• *-*• o/ * 

Firm.* 

othrr Partners’ Policies and the amount is debited to Surrender V 
of Life Policies Account. Then the total credit balance on J 
J.L.P. Account is transferred to the credit of all partners Capital 
Accounts in their profit-sharing ratio. 

The Surrender Value of Life Policies Account is shown as an 
Asset in the subsequent Balance Sheets. However, if tae continuing 
partners so desire, they can write off this account by debiting their 
Capital Accounts in the new profit-sharing ratio. 


PARTNERSHIP —III (RETIREMENT). 
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ILLUSTRATIVE PROBLEM NO. 12 


Dharzxxa and Varma were partners. The profit-sharing ratio 
was 3/6 to Dharma, 2/6 to Varma and 1/6 to Reserve. Following 
was the Balance Sheet on 30th June, 1972 : ^ 
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30-6-1972 

To BaJancc b/d 
1-10 1972 
, f Capital A/cs 
Dharma 3/5 
Varma 2/5 


(RETIREMENT) 


Joint Life Policy Account 


• Rs. 
30,000 
20,000 


Rs. 1-10-1972 

i? 000 By Ca*h A/c 
12 ,oou y Joint Life Policy 

Reserve A/c 

50,000 

62,000 


55,000 

7,000 


62,000 


Dbarma (Deceased) Execotora A/c 


1-10-1972 
To Drawings A/c 

. Balanced c/d 



Rs. 1-10-1972 

3.000 By Capital A/c - transfer 
1,05.600 .. Re^c A/c- 3/5 

goodwill A/c— 3/5 of 

profit and Loss Adjust- 

## To Sit Life Policy A/c 

;; Interest—20% on 

Capital of 
Reserve of 

For 3 months 52,000 


40,000 

12,000 

21.720 

2,280 

30.000 


2.600 


1,08,600 


No,. : ^shared* in Vf 

l \ | Proms and Goodwills are to bo appor- 

tioned in the ratio of 3 : 2. 

ILLUSTRATIVE PROBLEM NO. 13 (Rtilremen, and Admission) 

nartnera tradine as GARAM & Go. shared profits and 

3 Ut Dc“r? g 197I at 8 which date the Balance Sheet was as 
follows : _______ 


Capitals : 
Ganesh 
Ram 
Mahesh 
Reserve 
Creditors 


20,000 
15,000 1 
15.000 
7,000 
3,700 

60.7000 


Plant 

Debtors 

Stock 

Cash 


8,000 

18,000 

13,700 

21,000 


60,700 
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Mahesh was paid the sum of Rs. 20,000 from the funds of the 
firm in full settlement of his interest. 

Immediately following Mahesh’s retirement, Nand was admitted * 
into the firm on the following terms : 

(а) Provision of 20% was to be made on debtors to provide for 
Bad Debts. 

(б) Goodwill was valued at Rs. 10,000 and was to appear in 
the books at that figure. 

(c) Nand was to bring in Plant valued at Rs. 4,000 and 
sufficient cash to make his Capital equal to one-fifth of the net 
assets of the new firm. 

(d) Nand was to receive one-fifth of the profits and the practice 
of placing one-eighth to Reserve was to continue. The balance of 
profits to be shared by Ganesh and Ram in the same ratio that existed 
before the retirement of Mahesh. 

You are required to show : 

(I) Partners’ Capital Accounts and Balance Sheet following 

(а) the retirement of Mahesh, and 

(б) the admission of Nand. 

(II) Proportion in which profits and loiscs will be allocated in. 
the new firm. 

Solution and Notes : 

(1) Before Mahesh’s retirement, partners share profits in the ^ 
ratio of 3 : 2 : 1, the last 1 /8th being for Reserve. It means, in 
other words, that among themselves, Ganesh, Ram and Mahesh 
shared in the ratio of 3 : 2 : 2. 

It also means that any Reserve, Goodwill and Revaluation 
Profit or Loss are also shared in the ratio of 3 : 2 : 2. 

(2) Immediately after Mahesh’s retirement and Nand’s admis¬ 
sion, the profit-sharing ratio between Ganesh and Ram remains the 
same as old one, i.e., 3 : 2. 

(3) Mahesh’s Capital is Rs. 15,000. He also gets his share 
— 2/7ths - in the Reserve of Rs. 7,000, i,e., he gets Rs. 2/7 X 7,000= 

Rs. 2,000. Thus his total claim or interest in the firm is Rs. 17 000. 
But he is paid Rs. 20,000. The extra Rs. 3,000 must be for his share 
in Goodwill. Thus on his retirement, Goodwill is raised at Ri 7/9 x 
3,000 = 10 500* ' ' 



**»• 4 — 



By Bal. b/d| 27,500 20,COO 




Capitals : 

Ganesn 

Ram 

Creditors 


27.500 Cash'(2^000 20,000) 
20.000 Debtor? 

3,700 Stock 
Plant 


Rs. 51.200 


10,500 

1,000 

18,000 

13,700 

8,000 

"5T.200 


1 On Addmission of Nand — 

Partners* Capital A/cs 
Dr. _- 


Canesh I Ram Nand 


Gonesh Ram Nand 


To Goodwill 

„ P & L - f 
Adj. A/c 
—Loss on 
R.D.D. 

„ Bal. c/d 


Rs. I 27,500 


10,850 


10.850 


By Bal. b/d 27,500 
.. PJant 
•• Cash 


Rs. | 27.500 



10.850 


Liabilities 



Capitals : 
Gancsh 
Ram 
Nand 
Creditors 
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(1) Goodwill Account Balance was Rs. 10,500 on the retirement 
ofMahcsh. But on admission of Nand it is valued at Rs. 10,000, 
that is, a loss of Rs. 500. This loss, therefore, is debited to Partners' 
Capital accounts in their profit and loss ratio of 3 : 2. Goodwill 
Account is maintained at Rs 10,000. 

(it) Nand’s share is I/5th. Therefore, Ganesh and Ram share 
the balance of 4/5ths. Their total Capital, after adjustments, is 
Rs. (25,040 + 18,360) 43,400. This represents 4/5th of the tota 1 net 
worth of the assets (i.e. Capital) of the firm. Therefore, for one 
(total), the Capital must be 5/4 X 43,400 = Rs. 54,250. Nand is to 
bring l/5th of this as his Capital, i.e., Rs. 10,850. Of this he gives 
Plant worth Rs. 4,000. Hence cash that he brings in as Capital is 
Rs. 6,850. 

II. Now Profit-sharing Ratio 

1 /8th of the total is kept aside as Reserve. The partners have 
to share in the balance of 7/8ths. 

(а) Nand’s share is 1/5 of it, 

1/5x7/8 = 7/40. 

(б) Ganesh and Mahesh share the remaining (7/8—7/40)28/40 
in their old ratio —3 : 2. 

.\ Ganesh gets 3/3x28/40=84/200 
Ram gets 2/5 X 28/40=56/200. 

Thus, the proportions—81/200 : 56/200 : 35/200 and 25/200 

(Reserve) 

Or Ratio—84 : 56 : 35 : 25. 

Between themselves—84 : 56 : 35 or 12:8:5 

i.e. 5/25 by Nand and the balance of 4/5 by Ganesh and Ram in 
their old ratio of 3 : 2 ; i.e., Ganesh 3/5x4/5 = 12/25 and Ram 
2/5x4/5=8/25. 

O. AMALGAMATION OF FIRMS 

When two or more separate business units agree to merge to¬ 
gether to do business jointly, it is called amalgamation. Generally 
the business units come together to eliminate competition, reduce 
unnecessary expenses, make maximum economy so as to maximise 
the profits. The amalgamation may be in any of the following 
forms : 

(1) Amalgamation of two sole trading concerns and Formation of 
Partnership . 

(2) Amalgamation of One Sole Trader with another Partnership 
{like admission ). 

(3) Amalgamation of one partnership with another partnership. 
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. .1 . 


PARTNERSHIP-!.. -- ]ose their indrpen- 

As a result £?Sh merging units become 

■Oie'paAners^of^n altogether new unit. 

Accounting Procedure merging units may feel to 

and . ,iabl Jj UCS i% tri1 ^ te d profits and reserves etc. £ carried out in 
sharing the undistributed P adjustments must be ca c 

admission or retireme , the ama 3 gamati i: a K5iities are 

needed : entries in the books of merged 

(a) Adjusting and closing entries m 

(S) 

sassssfjavss^ ‘. 

Sharad s Balance Sheet___ 


Liabilities 

•Sundry Creditors 

Capital 

Reserves 


Rs. Assets 

4,000 Furniture & Fixture 
10,000 Stock in Trade 
2 000 Cash ki Hand 


16,000 | 

Vasant’s Balance Sheet 


4,000 

10,000 

2,000 


16,000 


Liabilities 

Sundry Creditors 

Capital 

Reserves 


Rs. 

Assets 

Rs. 

6,000 

10,000 

5,000 

Furniture & Fixtures 

Stock in Trade 

Cash in hand 

4.500 
14,000 

2.500 

21,000 


21,000 


h - srtrMSM 

liabilities of Sharad and Vasant at the book value, 
books of newly constituted firm. 
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Solution and Notes : 


Before transferring business to the new firm, Sharad and Vasant 
will try to revalue respective assets and liabilities. Goodwill will be- 
raised, reserves will be transferred, etc. In this question, there is no. 
problem of revaluing .the assets and liabilities as the new firm has 
taken over the business at book value. 

The only adjustment needed is transfer of reserves to the capital 
accounts before the businesses are handed over to the new firm. The 
closing entries in the books of respective Sole Traders will appear as 
under : 


Closing Entries In the Books of Sharad 


Dr. 


Reserves Account 
To Capital A/c 

(Being reserves transferred to his own Capital A/c)| 


New Firm A/c 

To Furniture and Fixtures 
To Stock in Trade 
To Cash in Hand 

(Being Assets transferred to New Firm aLBook 
value) 


Dr. 


Sundry Creditors A/c 
To New Firm A/c 

(Being Sundry Creditors transferred to New 
Firm) 


Dr. 


2,000 


16,000 


4,000 


2,000 


4.000 
10 000 
2.000 


4.000 


Thus Mr. Sharad is entitled to receive Rs. 12.000 (i e 
Rs. 16,000 - Rs. 4,009) from the New Firm which treats it as his 
investment in the New Firm by way of Capital. 

Closing Entries in the Books of Vasant 


1 


2 


3 


1 Reserves Account 

Dr. 




To Capital Account 
(Being Reserves transferred) 


5,000 



New Firm Account 

Dr. 


21,000 


To Furniture and Fixtures 

To Stock in Trade 

To Cash in Hand 


4,500- 

14.000 

2,500 





> (Being Assets transferred to New 
| value) 

Firm at Book 



j Sundry Creditors Account 

~Dr. 


6,000 

• 

To New Firm Account 



6,000 

(Being Sundry Creditors transferred to New Firm) 




Mr. Vasant is to receive Rs. 15,000 (Rs. 21,000—Rs. 6,000). 
from the New Firm which he retains in the new firm as his share of. 
Capital. 
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Opening Entries In the Books of New H 


Furniture and Fixture Account 

Stock in Trading Account 
“oSuXcSrS Account 
„ To "^and of Sharad taken over 

ofoapi^l) 

SSKS.^ 
“o*Sr ; 1 

Vasan, taten 

over difference being his capital) 


4,000 

12,000 



6 , 000 - 

15,000 


entry can be given. 

M/S. SHARAD AND VASANT 
Opening Balance Sheet (of New Firm) 


Liabilities 

Sundry Creditors 
Sharad 
Vasant 

Caol al Accounts 
Sharad 
Vasant 


4.000 

6,000 


12,000 

15,000 


Rs. 


10,000 


27.000 


37,000 


Assets 

Cash in Hand 
Sharad 
Vasant 

Stock in Hand 
Sharad 
Vasant 

Furniture «c Fixtures. 
Sharad 
Vasant 


2,000 

2,500 


10,000 

14,000 


4,000 

4,500 


Rs. 


4,500 


24,000 


8,500 


37,000 


ILLUSTRATIVE PROBLEM NO. 15 

Following are the Balance Sheets of M/s. M and A' who shared 
profits and losses equally and of M/s. 0 and P who shared in 3.2. 


Balance Sheet of M/s. AT and N as on 31-12-1971 


Sundry Creditors 

3,000 

Cash in Hand 

Stock in Trade 

1.000 

2 000 

Capital Accounts : 

K4 ... 3,000 

iV - 2,000 


Sundry Debtors . 

Furniture and Fixtures 

2,000 

1.000 

5,000 

Plant and Machinery 

2,000 

Rs. 

8,000 

Rs. 

8,000 
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Balance Sheet of M/s. O and P as on 31-12-1971 


Sundry Creditors 

1,800 

Cash in Hand ' ... 

1,000 

Capital Accounts : 


Stock in Trade 

2,400 

O ... 2.000 


Sundry Debtors 

1,400 

P ... 3,000 

5,000 

Investments 

2,000 



Furniture and Fixture 

1,600 

Reserves . 

5,000 

Patents 

3,400 

Rs. 

11,800 

Rs. 

11,800 


Both the Firms decided to amalgamate themselves with effect 
from 1st Jan., 1972. They agreed to revalue their assets and liabili¬ 
ties as follows : 


M & N : Plant and Mach. Rs. 1,600 ; Stock Rs. 1,800 ; Sundry 
Debtor s Ra. 1,680 : Furnitures dc Fixtures at Book Value 
and Goodwill Rs. 1,200. 

° & p : Furniture and Fittings Rs. 1,400 ; Sundry Debtors 
Rs. 1,200 : Stock Rs. 2,200, Goodwill Rs. 1,000 and Patents 
Rs. 3,000. 

The new profits sharing ratio between M, N, 0 and P was 
• 3 : 2 : 2. You are required to give : 

(1) Revaluation and Capital Accounts of M and N, 

(2) .Revaluation and Capital Accounts of 0 and P, and 

(3) Opening Balance Sheet of the New Firm of M, N, O and P. 

Solution and Notes : 

Books of M/s. M & N 


Dr. Revaluation Account Cr. 


To Plant and Machinery 

To Stock 

To R.D.D. 

To Capital Account : 

Af=i=-140 

140 

(Profit Transferred) 

Rs. 

400 

200 

320 

280 

By Goodwill 

Rs. 

1 1.200 

1,200 

1,200 

Dr. 

Capital Accounts 


Cr. 


M 

N 

I 

M 

N 


Rs. 

Rs. 


Rs. 

Rs. 

To New Firm 

3,140 

2,140 

By Balance b/d 


2,000 

(Balance Transferred) 



By Revaluaton 






(i Profit) 

140 

140 


3,140 | 2,140 


3,140 














PARTNERSHIP III 0 and p 

Revaluation Account 

Dr. --- 


To Furniture and Fixtures 
„ R.D.D. 

» Stock 
„ Patents 

„ Capita. Accounts . 

?ZHs 2fi00_ 


By Goodwill 
„ Reserves 

( Transferred to Revaluation 
instead of Capital Accounts 
directly ) 


5,000 

7,000 



Capital Accounts 


To New Firm 
(Balance 

Transferred) 


5 000 5,CK)0 By Balance b/d 

Dp „ Revaluation 

(Profit) 

ToOO 5,000 


Rs. Rs. 
2,000 3,000 
3,000 2,000 


5,000 5,000 


-- hcn> the rcvaluc d assets”and liabilities along with adjusted 

capitals are transferred to the New Firm. 

Books of New Firm M/s. M, N, O and 
, ' Balance Sheet as on 1-1-1972_ 


Liabilities 


Creditors : MN 
OP 

Capital Accounts 
M 
N 
O 
P 


3,000 

1,800 


3.140 

2.140 
5,000 
5,000 


4,800 


15,280 


Assets 


Cash in hand 


MN 

OP 


Stock in Trade MN 
OP 

Sundry Debtors 

MN 2,000 

Less R.D.D. 320^ 

OP 1,400 

Less R.D.D. 200 

Furniture MN 


Investments OP 

Patents OP 

Plant and Machinery 
Goodwill MN 

OP 


1,000 

1,000 

1,800 

2,200 


1,680 


1,000 

1,400 


2,000 


4,000 


1,200 2,880. 


2,400 


20 
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Note. While preparing Balanee Sheet of the New Firm, the details of Assets 
and Liabilities taken over from each amalgamating firms need not be 
shown separately. 

Exercise 9 

1. (a) What is retirement of a partner ? What are the rights of 
such a partner ? 

( b) What are the common adjustments that are needed at the 
time of retirement ? 

2- What are accrued profits ? How are they treated at the time 
of retirement or deaths ? 

3. What is Joint Life Policy? What is its need? Explain its 
accounting procedure. 

4. What is the difference between retirement and death ? How is 
deceased partner’s executor’s account settled ? 

5. What do you understand by Amalgamation ? Why is it 
needed ? What is the accounting procedure. 

Problems on Retirement 


6 . Xavier, Yule and Zivago are partners sharing 1/2, 1/3 and 
1/6 respectively. Zivago retires on 31st December, 1971 when 
the Balance Sheet was as follows : 


Sundry Creditors 

18,000 Cash 

1,000 

Provident Fund 

600 Sundry Debtors 

15,000 

Reserve Fund 

1,200 Stock 

7,000 

Capital : Xavier 

6,600 Investments 

8,000 

Yv Is 

4,400 Furniture 

2 ,0^0 

Zivago 

2,200 

• 

Rs. 

33,000 

Rs. 33.000 



Prepare Profit and Loss Adjustment Account and Partners* 
Capital Accounts after taking into account the following. Also 
prepare the Balance Sheet of Xavier and Yule. 

1. Goodwill of the firm to be valued at Rs. 4,000. 

2- Liability on Provident Fund is only Rs. 500. 

3. Sundry Creditors are required to be paid Rs. 1,000 more than 
the book value. 

4. Interest acciued on Investments is Rs. 200. 

5. Debtors receivable are only Rs. 12,000. 

[Hints : 

(1) Make all adjustments including Goodwill , Reserves etc. 
\ through P & L Adj. A/c. 
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7. 


to P and L Adj. A/c.] 

(Ans : Revaluation Pro/it Rs. IJOO; 900 

Capital Account* : Xauter i?i. 7,550 , yuJe * ’ 

and Zivago's Loan Rs. 2,450 ; 

Balance Shtet : ife. 34,200.] 

Following was the Balance Sheet of Anrwji, Bapuji and 
Chachaji on 1st Jan. 1972 : 


5,000 

10,000 

5,000 

3,000 


Sundry Creditors 
Bank Overdraft 
Bills Payable 
Reserves 

Capital Accounts : 

Annaji 15,000 

Bapuji 20,000 

Chachnji 25,COO 60,000 


Rs. 83,000 


Cash 
Furniture 

Sundry Drs 25,000 
Less R.D.D. 1,000 

Patents 

Plant and Macninery 
Land and Builoings 


2.5 r 00 
7,500 

24,000 

13,C00 
15,000 
21,000 


Rs. 83,000 


On 1st January, Chachaji retired from the business and the 
following revaluations were agreed upon by partners. 

!. Furniture was to be depreciated by Rs. 400. 

2. Reserve for Doubtful Debts was to be raised to 6%. 

3. Value of Plant and Machinery was to be reduced by 10% 
and that of Patents by 20%. 

4. Land and Buildings to be appreciated by 15%. 

5. Interest on overdraft was to be provided for six months at 
5% p.a. 

6. Goodwill of the business was to be valued at three times 
the average profits of the last five years, which were : 
1967 Rs. 10,000, 19^8 Rs. 15,000, 1969 Rs. 20,000, 1970 
Rs. 5,000 and in 1971 there was a loss of Rs. 10,000. 

Prepare Profit and Loss Adjustment Account, Capital Accounts 
and Balance Sheet of Annaji and Bapuji. 

(Ans. : Revaluation Loss Rs. 2,100 ; Chachaji's Loan 
Rs. 33,300 : Capital Accounts : Annaji Rs. 23,300 and 
Bapuji Rs. 28J00 and B/8 Rs. 1,05,150). 

8. A, B, C are partners in a partnership sharing profits in pro¬ 
portion to their capitals. 3 1st Dec., 1967 C retire* from 

partnership and A and B agree to continue the business of the 
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9, 


f rm . They agree to take over the assets as per valuation 
decided by all the three partners. 

Sheet 


Balance 



Rs. 


Rs. 

Creditors 

8,542 

Cash 

1,150 

Loan 

2,458 

Sundry Debtors 

20,000 

Stock 

1,250 

Capital Accounts : 

A 


Furniture 

6,060 

9,000 

Plant and Machinery 

8,540 

B 

12,000 



O 

3,000 



Profit & Loss A/c 

2,000 



Rs. 

37,000 

Rs. 

i 

37,000 


The assets were revalued as under : 

Stock to be reduced by 10%. Furniture was valued at Rs. 5,425. 
and Plant and Machinery at Rs. 8,000. Reserve for Doubtful 
Debts to be created at Rs. 1,300. 

Write Revaluation Account, Capital Accounts of the partners 
and prepare the Opening Balance Sheet of the new firm. 

(Ans • Revaluation Loss Rs. 2,600, Capital Accounts . A 
' Rs. 8,775 ; B Rs. 11,700 C L-.an A/c Rs. 2,975 and 

B/S Rs- 34,400) 

Messrs Aduiani, Gidwani and Wadhwani are equal partners and 
theirBalance Sheet as on 31st December, 196b was as foUows = 


9,000 

6,000 

9,000 


Sundry Creditors 
Bills Payable 
Reserves 
Capital Accounts : 

Adwani 60,000 
Oidwani 50,000 
Wadhwani 50,000 1,60,600 


Rs. 1,84,000 


Cash in Hand 1,500 

Cash at Bank 3,500 

Stock 20,000 

Debtors 40,000 

Less R.D.D. 1,000 39,000 


Bedford Truck 

Machinery 

Buildings 


‘30,000 

50,000 

40,000 

Rs. 1,84,000 


7C lst April, 1967 Shri Wadhwani retired from the business 
?nd the following revaluations were agreed upon by the 

business : . , , , 

(1) Buildings to be appreciated by 15/ 0 . # 

(2) Machinery and Bedford Truck to be depreciated by 10/.- 
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(3) 

(4) 

(5) 


for Doubtful Dobu «« ■« 1» ™ i “ d “ 5% ' 

Stock to bo valutd „ thtoo timot 

ot! Of fb”». «vo youtt. The foUowin g ato 
the nccotMry figures of profits and *° sse *' . Profil 

j-iras 1 %fsri'. -sas.' "s-i 1 * Lo.0 

Rs. 15,000. c 

(6) rdalTo^TrelSenU ba^VnSil 

average profits of last five years. 

Find out the amount payable to ,iilm*Account 
of retirement and sho immediately and the balance 

e^afannua.’ instalments with 6% interest Also prepare 
the Bailee Sheet of Continuing Partners on 1-4-1967. 


f Hints . . , 

fl) Total G.W. sho.ld be raised, (2) Bank balance and over- 
U) draft arc used to pay Rs. 9,250 (cash balance not used)] 

[Ans. • Revaluation Profit Nil ; Wadhwani's Lwn Account 
L Rs 69,250 ; Capital Accounts : Adwani Rs. 78,000 , 

Qiduani Rs. 63,000 ; and B/S 2,26,750] 

in CD and E were partner! sharing profits in the proportions of 
1 / 2 , 1/3 and 1/6 respectively. The Balance Sheet of the firm 
on 31st December, 1966 was : 


Sundry Creditors 
Bills Payable 
Reserve Fund 

Capital Accounts 

C 35,000 

D 30,000 

E 30,000 


Rs. 


8,000 

-Cash at Bank 

2,500 

6,000 

Debtors 16,000 


12,000 

Less Reserve 500 

15,500 

■i 

Stock 

13,000 


Motor Vans 

10,000 


Plant & Machinery 

30,000 

95,000 

Factory Buildings 

50,000 

1 ,21,000 

Rs, 

1 ,21,000 


D retires on that date subject to the following conditions : 

1 . . The Goodwill of the firm to he valued at Rs. 18,000. 

2. Plant to be depreciated by 10% and Motor Vans by 15%. 

3. Stock to be appreciated by 2Q percent and. dtfftffagt by 
10 per cent. 

fPA—II/2J' 
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4. The Reserve for Doubtful Debts to be increased by 
- Rs. 1,950. 

5. Liability for workmen’s compensation to the extent of 
Rs. 1,750 is to be brought into account. 

It was agreed that C and E will share profits in future in the 
re^io of 3/5 and 2/5 respectively. Pass Journal entries, make 
revaluation account, capital accounts and Balance Sheet when 
(») the change in the values is to be recorded in the books and 
(it) when the assets and liabilities are to continue to appear at 
their old figures. 

(Hint : 

In this case, Memoranduiti Revaluation Account should be 
prepared (Reserves will not appear in the B/S) but there wjll 
be Goodwill A/c.] 

[Ans. : 1. Revaluation Loss Rs. 600 ; Capital Accounts : C 
Rs. 49,700 i E Re. 34,900 ; D Loan Rs. 39,800. 

2. Capital Accounts : C Rs. 50,060 ; E Rs. 35.140 and 
B/S (») Rs. 1,40,150 (is) Rs. 1,39,000] 

Problems on Retirement and Admission 

11. The Balance Sheet of A, B and C on 31st December, 1970 was 
as follow : 


Creditors 

Capitals : 
A 
B 
C 


2,500 

5,000 

4,000 

2,000 11,000 


Rs. 13,5000 


Cash 

Sundry Assets 


2,000 

11,500 


Rs. 13,500 


On December 31, 19/0, A retired. Under terms of agreement 
he was entitled to receive for the year succeeding his retirement 
one-half of the share of profits (before charging interest) which 
he was receiving at the time, of his retirement as a consideration 
lor leaving his capital in the firm as a loan. 

On 1st January, 1971, Z> was admitted as a partner and he paid 
into the firm Rs. 3.000 of which Rs. 1,000 was for goodwill to 
be retained in the firm. D was to receive one-foith sjiare of 
the net profits remaining after charging A*s proportion and 
interest as stated above. A and the partners^ were entitled to 
interest at the rate of 5%. 

The profit for 1971 wasRs. 4,200. Prepare the profit and loss 
account, capital accounts and ^4’s loan account. 
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[Hint : . 

retirement for one year] ? 

,2 - W^s£”‘ 

being credited to reserve. 


Z retires from business on 31st IV 
Sheet of the firm was as follows 

Capitals : 

X. 

12,000 

r 

10,000 

z 

8,000 30,000 

Reserve 

1,500 

Creditors 

5,950 

Profit and Loss 1,2UU 


Rs. 38,650 | 


Cash on Hand 
Cash at Bank 
Debtors 
Stock 
Furniture 


. 2,900 
10,500 
18,000 
3,250 
4,000 


Rs. 38,650 


Zwas paid the sum of Ks IO.UUU in mu ^ admitted 

rights, title and interest in the firm. Thereafter A was admitted 

into the partnership on the following terms : 

1. A reserve of 10 per cent on debtors for* doubtful debts wa* 
to be provided. 

2. Goodwill of the firm was valued at Rs. 10,000 and it was 
. to appear in the books of the new firm. 

3. A was to receive one-fifth of the profits and the practice of 
placing one sixth to reserve was to be discontinued. 

4. A was to bring machinery of the value of Rs. 2,000 and 
sufficient cash to make his capital equal to one-filth ol the 
combined capitals of X and Y . 

Prepare Partners’ Capital Accounts and the Balance Sheet of 

the new firm. 


[Hint: 

Profit-sharing ratios between X, Y and Z are 3:1:1. Reserves 
anji Profit should be transferred to their Capital Accounts, in. 
this ratio] 
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[Ana. : (1) Capital Accounts : Immediately after Z's Retire 
ment : X Rs. 12,525 and Y Ra. 10,175 ; and BIS 
Ra. 28,650. 

(2) Capital A/cs after A*a Admission : X Rs. 18,675 • 
Y Ra. J2,225 ; A Rs. 6,180 and Balance Sheet 
Rs. 43,030.] 

13. Laurel and Hardy were cairying on a business styled Laurel 
Hardy & Co. as equal partners. It was agreed that Laurel 
should retire from the firm on March 31, 1972 and that his son 
Charlie should join Hardy from 1st April, 1972 and should be 
entitled to one-third of the profits. The Balance Sheet 
March 31, 1972 was as follows : 


Laurel’s Capital 32,000 

Hardy’s „ 30,000 

Sunday Liabilities 10,000 

Cash at Bank 10,000 

Sundry Debtors 16 900 

Furniture 5 ’, 100 

Building 30,000 

Goodwill 10,000 

Rs. 72,000 

Rs. 72,000 

-— = = =: 

-- 


On 31st March, 1972 Goodwill was valued at Rs. 22,000 and 
Building at Rs. 34,009. It was also agreed that enough money 
should be introduced to enable Laurel to be paid out and leave 
Rs. 10,000 cash by way of working capital. Hardy and 
Charlie were to provide such sums as would make their capitals 
proportionate to their share of profits. Laurel agreed to make 
a friendly loan to Charlie by transfer from his Capital account 
of half tli£ amount which Charlie had to provide. 

Hardy and Charlie paid due from them in cash on 
7th April, 1972 and the amount due to Laurel was paid out ©n 
the same day. Prepare the necessiry accounts and Balanco 
Sheet. 

[Ans. : Revaluation Profit Rs. 16,000; Laurel to be paid 
v H*• (40,000 — 19,500) =20,500 ; to be 'contributed by 
Hardy Rs. 1,000 and Charlie Rs. 19,500 to make their 
Capitals Rs. 39,000 each. Charlie gets Rs. 19,500 as qift 
from Laurel , B/S 88,000. 

Problems on Death of a Partner 

14.. A, B and C are partners sharing profits and losses in the 
. proportion of 3:2:1. Their balance sheet on 31st December. 
. 1974 was as follows : ' “ 
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Capitals : 


General Reserves 
Creditors 
Bills Payable 


A 10,000 

B 6,000 

C 4,000 

3,000 
12,300 
7,560 


Rs. 42,860 


Buildings 

Investments 

Stock 

Debtors 

Bills Receivable 
Cash at Bank 
Cash in Hand 


8,000 

10,430 

12,470 

7,450 

3,300 

960 

250 

Rs. 42,860 


15. 


B died on 23th Feb., 1975 and according to 

met* representative is entitled to be paid oul,«. 

follows : . . • 

<o) The Capital to his credit at the time of his death and 
interest upto the time of his death at 6 / 0 p.a 

(6) His appropriate share of General Reserve. 

<e) His share of profit up to the date of^ death based °* 

average profit of past three years. The Profits were . 1972 . 
Rs. 8,400 ; 1973 : Rs. 9,003 ; 1974 : Rs. 9,600. 

(d) His share or goodwill which was valued at two years’ 
purchase of the average profits of last three years. 

The investments were sold for Rs. 16,020 and B s legal re¬ 
presentative was paid off. n . . « 

Write the account of-B’s representative. (B. Com. 1 anjaD, 

(Ads : Amt. Paid to B's Executor : Be. 13> 500 > %' 3 ***** °f 
Goodwill : Rs. 6,000 and B's share of Profit Rs. 5VU) 

[Note : No share in the profit on sale of Investments is given to B.] 

On 31st December, 1969, the Balance Sheet of Messrs Good, 
Doubtful and Bad showed as under : 


Sundry Creditors 

15,000 

0 

Cash at Bank 

2,000 

Reserve Fund 

16,000 

Stock 

12,000 

Capital Accounts : 


Debtors 

15,000 

F\ A A 

Good 15,000 


Bills Receivable 

6,000 

Doubtful 10,000 


Investments 

15,000 

Bad 10,0 JO 

35,000 

Buildings 

16,000 

Rs. 

• 

66,003 

| 

Rs. 66,000 


* ——— F - 

(1) that the profits be shared in 2 : 1 : 1 ; and 

(2) that in the event of death of a partner, his executors be 
entitled to be paid out = 
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(o) the Capital to his credit at the date of last Balance 
Sheet ; 

(5) his proportion of reserves at the date of the Balance- 
Sheet ; 

(c) his proportion of Profits to the date of death based on 
the average profits of the last three completed years; and 

(d) by way of Goodwill, his proportion of the total profits 
for the three preceding years without raising Goodwill 
Account ; 

The net profits for the last three years were : 1967 Rs. 16,000 • 
1968 Rs. 16,600 and 1969 Rs. 15,400. 

Bad died on 1st April, 1970. He had withdrawn Rs. 4,000 to 
..the date of his death. 

Show the necessary accounts and the Balance Sheet of the sur¬ 
viving partners assuming that the values placed on assets and 
liabilities are correct. 

[Axis. P <Sc L Snap. Account Rs. lfiOO ; Capital Accounts ; Good 
Rs. 15,000 ; Doubtful Rs. 10,000 ; Bad’s Executor V 
Ale 23,000 and B/S Rs. 65,000] 

Note. (1) Bad’s share of Goodwill Rs. 12,000 debited to others in 2 : 1. 

(2) Reserves arc assumed to be transferred to old Partners, Bank 
O/D Rs. 2,000. ' 


16. Pocket, Docket and Rocket carry on business in partnership, 
and share profits and losses in proportion to their capitals. The 
position of the firm on 31-12-1971 was as follows : 


Capital Accounts 

• 

• 


Plant & Machinery 

14,000 

Pocket 

8,000 


Furniture 

1,270 

Docket 

4,000 


Fixtures - 

500 

. Rocket 

6,000 

18,000 

• 

Stock in Trade 
Sundry Debtojs 

8,000 

8,000 

Loans 


10,000 

Bills Receivable 

2,000 

Sundry Creditors 


8,900 

Cash at Bank 

Cash in Hand 

2,900 

230 


Rs. 

36,900 


Rs. 36,900 



Partners decided to revalue the assets on the above date and 
following was the agreed valuation : 

Plant & Machinery Rs. 12,000; Fixtures Rs. 400; Furniture 
Rs. 1,200 : Stock in Trade at 20% less than the book value ; 
Sundry Debtors (less Discount and Bad Debts) at Rs. 7,500 ; 
and Provision for Doubtful Debts Rs. 500. 

Rocket died on 1*5-1972 and it was decided that amount 
payable to his executors should be inclusive of his share of 
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52 3825 ® ££ 5 -va.u^ 

£r=r — - - - 

nuing partners. . . Loan Account 

[AnM: n fsrs^/«= **■* ***** 

fs 6 940 ; and B/SRs 50,630 ] 


Problem, on Joint Life Policy (and Z>e*f*) 


17. 


18. 


19. 


WS.'S,WT Si£S 

sharing profits ® n ‘ 1 '°f" R 50 000 paying an annual pre- 

l966 - The 

nuum of Rs. AS"” was as follows : 

800 ; 1968 RS. 1,800 ; 1969 Rs. 3,200 and 

PrlLTh dledon 1st Oct, 1970 and the Policy amount was 
realised on 31st Oct., 1970. 

Show the necessary accounts under following circumstances : 

(o) where Policy Account is not maintained ; 

6) .Mere PoVcy Account is maintained at Surrender value ; and 
(e) where Policy Account is maintained at Full value. 

f C fSgo r or Rs . 40,000, a premium of Rs. 2,000 being paid 
annually orTl 1th April. The Surrendervalue-of the pokey on 
31st December of various years was as follows . 

1968 Nil ; 1969 Rs. 600 ; 1970 Rs. 1.5C0 and 1971 Rs. 2,500. 
Sohrab died on 15th Feb., 1972. 

Prepare ledger accounts assuming that j 

II) No Joint Life Policy Account is maintained. 

(2 Joint Life Polity Account is maintained along with Policy 
Fund Account at Surrender value. 

Bhagwan andKrishan were equal partners and the partner¬ 
ship deed provided for interest on capitals at 5/„ and for a 
valuation o( goodwill on the eve of death at .wo years^purchase 
of the average profits for the last three completed years. 

An assurance policy for Rs. 48,030 was taken out on their joint 
lives for the purpose of paying out deceased partner and at the 
date of Bhagwan’s death on 30th November, 1968 |he smrender 
value aD scaring in the Balance-Sheet was Rs. 17,400. Ihe 
profits P for the three years ended 30th June, 1968 were 
Rs. 18,000, Rs. 21,600, and Rs. 17,100 respectively. 
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On 30th June, 1968 Bhagwan’s Capital was Rs. 14,400 and his 
share of profit since then upto death was ascertained to be 
Rs. 5,400 and his drawings Rs. 12,000. 

Prepare Bliagwan’s Executor’s account and show the settlement 
assuming that his executors were paid Rs. 2,300 down and the 
balance in three equal annual instalments with 6% interesv. 

[Ans. Bhagtcan'e Executor's Loan A/c Rs. 42,300] 

Problems on Amalgamation 

20. Van and Wagon are two Sole Traders. Their Balance Sheets 
on 1st Jan., 1972 are given below : 


Balance Sheet of Van 


Surdrv Creditors 
Bank Overdraft 
Capital Account 

2,100 

1.000 

3,000 

Plant & Machinery 
Stock in Trade 
Sundry Debtors 

1 §§8 

1 

— C%* 

Rs. 6,100 

Rs. 6,100 

Balance Sheet of Wagon 

Sundry Creditors 

1,600 

Plant & Machinery 

• 

2,000 

Reserves 

500 

Stock in Trade 

1,000 

Capital 

3,500 

Sundry Debtors 

2,200 



Cash at Bank 

400 


Rs. 5,600 


Rs. 5,600 


They agree to amalgamate their business as on 1st Jan., 1972. 


The following revaluations were to be made : 

(1) Plant and Machinery were to be reduced by 10%. 

(2) Stock in Trade was to be reduced by 20% in case of Van 
and 10% in case of Wagon. 

(3) A reserve of 2£% on Debtors is to be raised in both cases. 

(4) Each paitner is to be credited with Goodwill of Rs. 2,500. 
t5) The Bank overdraft of Van is to be paid by him. 

Give Journal entries in the books of Van and Wagon and 
Opening Balance Sheet of the new firm. 

[Ans. Revaluation Loss : Van R *. 615 and Wagon Rs. 355. 

Capital Accounts : Van Rs. 5,885 and Wagon Rs. 6,145 . 
B/S Rs. 15,730 .] 
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rAMnsMH.. ^ M/S A & 

21. Following w« when they decided to 

" ana / • *. 


« njiu i»*/ — 

amalgamate their 


12,000 
6,000 
9,000 


Creditors 
Bills Payable 
Reserve 

Capital Accounts^ o:o 

B 20,000 45,000 


Rs. 72,000 


S«. B “ t «W»° 

Use R.D.D. 2,001) 


Stock 

Property 


6,000 

26,000 

15,000 

25,000 


Rs. 72,000 


Sheet of C Sc D 


27,000 


Creditors 

Capital Accounts : • 

C 30,000 

p 20,000 50,000 


Rs. 77,000 


Cash at Bank 

Bills Receivable 

Debtors 

Stock 

Furniture 

Motor vans 

Goodwill 


5,000 

5,000 

20,000 

20,000 

6,000 

12,000 

9,000 


Rs. 77.0C0 


The terms ol amalgamation were asfollowsi 7 , iabiluies of 

-SSTS A*B meeting their Bills 

f-SffVSK* 

Rs. 13,000 ; Property Rs 30,000 and Goodwill Rs. 7,00 . 

Re 5 000 : and Goodwill Rs. 8,000. 

Ctook over the Motor Vans at an agreed value of 

The Capitals of the partners in the new firm were fix'd at 
A Rs. 25, COO, B Rs. 20,000, C Rs. 15,000 D Rs. 15,000 
and any excess or deficiency was to be transferred to the 
current accounts of their partners. . . „ . „ 

( /) The Partners shared and continue to share in . ■ *. • • 

Show the necessary accounts in the books of the firms of M/ * 
A <C- D and M/s C dr D and Balance Sheet or - Ml*. ABC A D. 
f Aus. : Revaluation Profit Mis. A dr 9 y 0C0 , 

/->,« pf R s . 8,000 to M/s. CAD. _ „„ 

Current Accounts ( Cr .) A : Rs. /0,000 ; S : Rs. 8.000 ; 
C : Rs. 1,000 and D Rs. 1,000 and B/S Rs. 1,34,000.] 


(b) 

(«> 

(d) 

(e) 





Partnership — I? 

(Dissolution) 


ii> 


a Flim f ”*In case of dissolution of a fcm. '{ ^ reoli „^ 

° f ,he 

following : 

Rttfons for Dissolution* 

D—Death of a partner. 

case of particular partnership, 
c _ Serious misconduct of a partner. . 

JJSS of d» n» < P “' to ' 1 " P “ m '"'“ P> ' 

L—Lunacy of a partner. 

u - Unavoidable Continuous Loss. „ artIv _/ Sa l e of 

T-Transfer of interest in the firm, wholly or partly-(Sale 
firm to a company). 

I—Insolvency of a partner or partners. 

O-Objectionable or unlawful objects of the business 

N—Notice of Dissolution by a partner. 

(0) £.Sred^reditors, bank ltE outstanding credttors. 

CtC- V • - V non« and Advances taken from partners. 

(c) Settlement of Capital Accounts between the partners. 


•Accountancy by A.K. Aditya and B.B. Roy. 
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Accounting; Procedure 

There arc three methods of recording dissolution procedure ' 
All these methods aim at closing down all the accounts and brino; 
the final result to zero. For this purpose, one temporary ari^ 
called “Realisation Account” is opened and closed. ***** 

(I) The Total Method 


(°) 


All the Assets appearing in the Balance Sheet 

Cash and Bank Balances or any losses are to be nL r Cpt 
red to “Realisation Account” at their Book Value (p^Jj 

All the third party Uabilitics such as creditors . loan* . , 
also (loan from partners), R.D.D. etc. transfe,JL?!! d 
“Realisation Account” at their Book (Balance Ok? 
value. oncct ) 

(c) All such assets when realised are credited to “R M i;.,- 
Account” and Realisation 


<*> 


(d) All payments to third parties, loan etc. are made 
“Realisation Account” by debiting it. 

(e) Any difference on Realisation Account, cither profit or 1 0 * 

is then transferred to Partners' Capital Accounts. 8S> 

(7) Finally, the cash available is transferred to the partner, 
according to their claims. 1 • 

(II) The Balance Method 

Under this method the assets appearing in the Balance Sheet 
are not transferred to Realisation Account at their book values. ^ \ 

(1) Instead, only the difference beiivecn the Book Value of Asbfj* 

and the amount realised (<.«., Book Value—Sales Proceeds) by their 
sale is transferred to realisation account. y 

(2) The sales proceeds are not taken through realisation. 

(3) The liabilities are not transferred to realisation first. Only 
difference in such accounts is transferred to realisation. Further 
procedure is the same as above. 

(III) Total of Assets and Balance of Liabilities Method 

This is some sort of combination* of the above two methods. 
Whereas assets are transferred to realisation at their book value and 
also realised through realisation account ; liabilities are paid sepa¬ 
rately and only the balance on liabilities accounts is transferred to 
realisation. Further procedure is the same as in Total Method. 

However, in all these-above three methods, receipt on any un¬ 
recorded asset or payment to any unrecorded {additional) liability 
(t.e. items not appearing iABalance Sheet) must be recorded directly 
in Realisation. Aye- 


through 
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PARTNERSHIP IV (DISSOLUTION) 


Proforma Realisation Account 


To Sundry Assets 

{All Assets except, Cash, Dank closed 

To Bank 

(Realisation Expenses paid) 

To Bank 

{Liabilities paid) 

To Capital Accounts 

{Liabilities taken over) 

To Capital Accounts 

{Realisation Profit transferred) 


By Sundry Liabilities 

{All external Liabilities closed) 
By R.D.D/Dep. Fund etc. 

{Provisions dosed) 

By Bank 

(Assets realised) 

By Capital Accounts 
{Assets taken over) 

By Capital Accounts 

{Realisation Loss Transferred) 


Students should note the following four steps very carefully • 
while working out the prob lems on dissolution : 1 

1st Step : (Balance. Shed items) All accounts appearing in the 
Balance Sheet must be shifted from there and copied in : 

(1) Realisation A/c (Assets and Liabilities) 

(i) Capital Accounts (Capital + Reserves A-Profits e/c.) 
_ (3)Cash or Bank Account ( Cash, or Bank Balance) 


Hod step : (1) Realisation of assets in cash and Transfer to partners 
of Assets ; 

(2) Payment of realisation expenses, outside liabilities 
and transfer of liabilities to partners ; and 
_(3) Transfer of prof or loss to partners. 


lllrd Step : Payment of Partners 1 Loans. 


IVth Step : Settlement of Partners* Capital Accounts. 

The dissolution of partnership is to be studied under the follow, 
ing heads : 

(A) Simple Dissolution 

(B) Insolvency of Partners ) 

(O') Sale to a Company 

(D) Piece Meal Distribution. 

(A) SIMPLE DISSOLUTION 
ILLUSTRATIVE PROBLEM NO. 1 

Amar and Sagar arc partners who share the profits equally. 
On 31st Dec., 1972 the position of the firm was as follows when they 
agreed to dissolve : 


Capital Accounts 
Amar 
Sagar 

Reserves 
Creditors 
Bills Payable 


Rs. 

Furniture 

10.000 Debtors 

5,000 15,000 - Less R.D.D 

5.000 Stock 
10,000 Bank 
5.000 r 


10 000 
1,000 




XQ00 





PARrNERSH.P-.WD.SSOLOT.ON) qOO ; Stock ' 

and creditors 

' were JS X. v ,000 in full ^ -counts under (a) Total 

Pass journal entries and show necessary 

M „hod. »d (» »...■« 

Solution and Notes : assumed that liabilities are 

If nothing is menuoned, .t should o 

paid in cash. JOURNAL 

(a) Total Method_ 


1st Step. 
1 


Realisation Account 

Value, 

transferring to realisation)---- 



Dr. 

Dr. 

Dr. 


Sundry Creditors Account 

erWfflAc^un, 

(A Mffl«S^ DCl0ied 

bytransfering^torealisalion a ccount) - 


3(a) 


Hod Step 
4 


4.0C0 

10.000 

17.000 


10,000 

5.000 

1.000 


5.000 


16,000 


2.500 

2.500 


Bank Account 

To Realisation Account 
(\ssets realised in cash) 

(3.000 + 15.000+7.000) _ 

Dr. 

Realisation Account 

To Bank Accouot 

Dr. 

(Realisation expenses paid) 


Realisation Account 

To Bank Account 
(Liabilities paid in cash) 

Dr. 

(9,000+ 5.000) 

___ 

“Realisation Account 

To Amar’s Capital Account 

To Sagar’s Capital Account 
(Realisation Loss transferred) 

Dr. 


1.000 


14,000 


5,000 


25.000 


1,000 


14.000 


2.500 

2.500 


PPA—11/28 
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PARTNERSHIP —IV (DISSOLUTION), 


JVth ' ^ 

Amur's Capital Account 

Dr 


10.000 


Step 

Sugar's Capital Account 

To Bank Account 

(Payment made to partners in auSeraent 
of their claims) 

Dr. 


5.000 




Note.—There ia no third step at there are no loans from partner*. 


Ledger 


Dr. 1. Realisation Account Cr. 


To Sundry Aaets 


Rs. 

By Sundry Liabilities 


Ri. 

Furniture 

4,000 


Creditors 

10,000 


Debtors 

10,000 


B/P 

5,000 


Stock 

17,000 

31,000 

R D.D. 

1.000 

16,000 

To Bank ( Expense ) 


1,000 

By Bank (Assets Realised) 


To Bank ( Creditors ) 


9,000 

Funiture 

3.000 


To Bank (B/F) 


5,000 

Debtors 

7,000 





Stock 

15,000 

25,000- 




„ Capital Accounts 






Amar 

2,500 





Sugar 

2,500 

5,000 



. 46,000 



46,000* 








2. Bank Account 


1 'i 1 

To Balance b/d 

To Realm tion 
Furniture 
Debtors 

Stock 

3,000 

7,000 

15,000 

Rs. 

5,000 

25,000 

By ReaUeatfeo 
Expenses 
Creditors 

B/P 

1,000 

9,000 

5,000 

Rs. 

15,000 

Rv f’aniffll 



- 



oy v 

Amar • 

Sagar 

10,000 
. 5,000 

15,000 









30,000 





Dr. 3. Capital Account Cr. 


| Amar 

Sagar 


Amar 

Sagar 

To Realisation 
(Loss) 

To Bank 

(Settlement) 

1 

I 

2,500 

10,000 

2,500 

5,000 

By Balance b/d 

By Reserves 

1 • 

10,000 

2,500 




12,500 

7,500 
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PARTNERSHIP-^ (DISSOLUTION) 

(6) Balance Method (In ‘T* Accounts) 


v w / —__;_ 

1 Furniture Account 

2. Debtors Account __ 

To Bel. 4,000 

4^000 

By Bank 3,000 

By Realisa- ' 
lion 1,000 

4,000 

To Balance 10,000 

:o,ooo 

By Bank 7,000 

By Realisa¬ 
tion 3,000 

1 10.000 

■i Stock Account J 

4. Bank Account 

To Bal. 17,000 

17,000 

By Bank 15,000 
By Realisa- 

lion 2,000 

17,000 

To Bal. 5.000 

To Furn. 3,000 

To Dr*. . 7,000 

To Stock 15.000 

30.000 

By Real. 1.000 

Exp*. 

By Crs. 9,000 

By B/P. 5,000 

By Ainar 10,000 

By Sagar 5,000 

30,000 

5 Creditors Account 

6. Bills Payable Account 


By Bal. 10,000 


By Bal. 5.000 




5,000 

Realisation Account 

To Furniture 3*222 

To Debtors 3.000 

To Stock f.OOO 

To Bank (Exps.) 1.000 

7,000 

By R.D.D. 1.000 

By Creditors 1,000 

By Amar 2,500 

By Sagar 2,500 

7,000 

7. R.D.D. Account 

8. Reserves 

To Realisa¬ 
tion 1,000 

By Balance 1,000 

To Amar 2,500 
To Sagar 2,500 

By Balance 5,000 

7^000 

1,000 

,5000 

Tooo 

9. Amar's Capital 

10. Sugar's Capital 

To Real 

Loss 2,500 

To Bank 10,000 

By Bal. 10,000 
By Res. 2,500 

To Real 

Loss 2,500 

To Bank 5,000 

By Balar.ce 5.000 
By Res. 2,500 

12,500 

12,5kO L 7,500 











PARTNERSHIP - IV (DISSOLUTION) 


ILLUSTRATIVE PROBLEM NO. 2 

P, Q and R carrying on business as merchants and sharing 
profits and losses in the ratio of 2 : 2 : 1, dissolved their firm as on 
December 31, 1965 on which date their Balance Sheet was as 
follows : 


Sundty Creditors 
Reserve Fund 
Joint Life Policy Reserve 
Capital Accounts : 


15.000 

15,000 

3,000 


Rs. 
20,300 
10.000 
8, C00 


[33,000 

71.300 


Cash at Lank 

Slock 

Debtors 

Less R.D.D. 

Joint Life Policy 
Premises 


10,000 

500 


Rs. 

4.500 
16,000 

9.500 

11,000 

30,000 

71,300 


Note : There is a Bill for Rs. 1,000 under discount. The Bill was 
received from Z. 

The assets, except Cash at Bank and Joint Life Policy were 
sold for cash as under : 

Stock Rs. 10,500, Premises Rs. 45,500. 

Debtors icaliscd Rs. 9,000 and Joint Life Policy was surrender- 
-a Rs 11 300. z proved insolvent and a dividend of 50^ was 
e r«Sved from hU estate. Sundry creditors were paid Rs. 19,500 in 
full settlement. The expenses amounted to Ks. d,UUU. 

Give journal entries and prepare Realisation A/c, Bank A/c and 
Partners’ Capital A/cs. 

Solution and Notes : 

1st Method—Total Method 

r., 1. Realisation Account _Cr. 


To Sundry Assets 
Stock 
Debtors 

Joint Life Policy 
Premises 

To Bank Account: 

Ci editors 
Expenses 
Discounted Bill 


To Capital 4 
Profit to 

P 

Q 

R 


Rs. 

16,000 

10.000 

11,000 

30,300 


19,500 

3,000 

500 


67,300 


23,000 


By Sundry Creditors 
„ Joint Life Policy Reserve 
tf R.D.D. Account 
Bonk Account (Assets 

Stock ea, * Cd) 10.500 

Premises 45^0 

Debtors 9,000 

Joint Life Policy 11,300 


Rs. 

20,300 

8,000 

500 


76,300 


5,920 

5,920 

2,960 14,800 

1.05,100 


1,05,100 




1.1 

PARTNERSHIP—IV (DISSOLUTION) 

The total liabilities on BUI 

held i,. paid only 50% of ^ ? s t o be pa.d and hence the entry Rea 
of the Firm towards the Bank. 
i sation Account Dr. To Ban* * 

Dr 2. Partners* Capita* Account 


Cr. 


To Bank A/c| 
Settlement 


Rs. 


Rs. 


24,920 1 24.920 



By Balance 
b/d 

„ Reserve 
„ Realisa¬ 
tion A/c 
—Profit 


p 

Q 

R 

Rs. 

Rs. 

Rs. 

15.000 

4.000 

15.000 

4,000 

3,000 

2,000 

5,920 

5,920 

2,960 

24,920 

“24,920 

7,960 



To Balance b/d 
To Realisation Account- 
Assets Realised 



By Realisation Account 
Payments on Liabilities 
By Capital Accounts : Rs. 

Paid on settlement 

p 24,920 

Q 24,920 

* 7,960 


57.800 

80.800 


HI. Method : Total Assest and Balance Liabilities 
Method. 

1. Realisation Account 


To Sundry Assets 

Stock 

Debtors 

Joint Life Policy 
Premises 

16,000 

10.000 

11,000 

30,300 

Rs. 

67,300 

1 

By R.D.D. 

„ Joint Life Policy Reserve 
„ Bank (Assets Realised) 

„ Sundry Creditors 

Discount (Difference) 

Rs. 

500 

8.000 

76,300 

800 

To Bank 

Bill 

Expenses 

500 

3,000 

3,500 



To Capital Accounts : 
P = 

Q 

R = 

5,920 

5,920 

2,960 

14,800 





85,600 


85,600 
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PARTNERSHIP—IV (DISSOLUTION) 


2. Sundry Creditors' Account 


To Bank 

To Realisation Account 
(Din. being discount) 

Rs. 

19,500 

800 

By Balance b/d 

Rs. 

20.300 

20300* 



3. Bank 

Account 




Ra. 



Rs. 

To Balance b/d 

4.500 

By S. Creditors 


19.500 

To Realisation Account 


By Realisation Account : 


(Assets Realised) 

76300 

For Bill 

500 


a 


Expenses 

3,000 

3.5C0 



1 By Capital Accounts 




P - 

24,920 




Q 

24,920 




R 

7,960 

57,800- 


80,800 



lira 


Note : 1. There is slight change in the particulars of Bank Account 
otherwise it is similar to that of 1st Method. 

2. Capital Accounts are the same under both the Methods. 


What Method to Follow ? 

Though the final result is the same under all the three methods, 
discussed above, we prefer the last method (though not followed 
here as the 1st method is quite common everywhere) for the following 
reasons : 

(1) Since creditors are not realised but are paid, it is not 
proper to transfer them to “Realisation A/c”. 

2. When there are insufficient funds, the creditors cannot be 
paid in full. And when we do not know how much is to be paid to 
creditors, payment to them cannot be made through realisation. If 
they are transferred to Realisation A/c, confusion may arise in finding 
the correct result of Realisation A/c and also in final settlement of 
account between Creditors and Partners. 

Hence, it is proper for us not to transfer Sundry Liabilities 
Accounts to Realisation A/c. They should be paid off and entries 
made directly and not through Realisation A/c. Only profit or loss 
on payment need be transferred to Realisation A/c. 

However, the trend of examiner* is to follow the First 
Method—Total Methed, and in vierW of this we have given 
answers to the following Illustrations according to this 
method only. 
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PARTNERSHIP —IV (DISSOLUTION) 

ILLUSTRATIVE PROW-EM NO J decided to dissolve their 

A £ si ^—- 


Creditors 
Loan 
Capitals : 
A 
B 
C 


27,500 
10,000 
7,000 


Rs. 

6,000 

1.500 


Cash 

Sundry Assets 
Debtors 

Less R.D.D. 


44,500 Stock 

\ Fixtures 


3,2& 
1 17,000 

« 23.000 

7,800 

1.000 


52,000 


52.000 


_ ' -* - 

It is agreed that : 9 ,r« 800 : debtors amount- 

tag j*. s.™ 

“ ■* r.. 7 000 sd of .ho 

-tt/wra irrsssrss ■ ■ »x* 

the book value less Rs. 100 as allowance and h JJ 

for the discharge of the Loan, together with accnurgmterest ot 
Rs. 30 which has not been recorded in the 1 g oks p ”£ the 1 ^' 

(»„) The expenses of dissolution were Rs. 270. The remainmg 

debtors^ were sold to a Debt Collecting Agency at 50/ of book 
value. 

Close the books of the Firm. 

•Solution and Notea : 

rw 1. Realisation Account Cr * 


To Sundry Assets 
„ Debtors 
„ Stock 
,, Fixtures 

,, A’s Capital Accoaot— 
Creditors taken 
„ C*s Capital Account— 
( Loan+Rs . 30 interest) 
Cash —Expenses 


Rs. * 

17,000 By Creditors 
24.200 Loan 

„ Bad Debts Reserve 
.. Capital Accoont- 
Fixtures 800 

Debtors 17,200 



1.530 

270 



B 's Capital Account— 

Stock 7,000 I 

S. Assets 7.200 

C*• Capital Account— 

S. Assets 1 
Cash—Debtors* 

Capital Accounts— 

(Loss : transferred) 

A- 3/5 4,080 

B-1/5 1,360 

C—1/5 1,360 


V|VVV 

1,500 

1,200 


18,000 


14.200 


8,000 

2,100 


6,800 


57,800 






To Realisa¬ 
tion A/c 
„ Realisation 
Loss 
„ Cash 
(Exetss 
Drawn ) 


5,560 830 


33,500 15,560 9,360 


3. Cash Account 


To Balance b/d 

Realisation Account 
„ B 's Capital Account 
,, C’s Capital Account 


3,200 By RealisationlAccount- 
2,100 Expenses 
5,560 ,» A's Capital Account 

830 


11,690 


(1) Sundry Assets : B has taken some Sundry Assets at 
Rs. 7,200 which is 10% less than the book value ; that is, at 10% 

discount. 

Thus, if 100 is book value, 10 is discount and 90 is agreed 
value. 

For SO.Book Value is Rs. 100 

/. For 7,200.Book Value is Rs. 8,000 

Out of Rs. 17,000 Book Value, Rs. 8,000 book value is climb, 
liatcd. The balance of Rs. 9,000 is taken by C at 90%—Rs. 100, 

(s.ooox ^)- 100 

= 8 , 100 — 100 =Rs. 8,000. 

(2) Debtors of Rs. 20,000 are taken by A, and hence the 
balance is Rs. 4,2C0 on which 50% or Rs. 2,100 only arc received. 

3. Note that there is deficit in the Capital A/cs. * (i.e. 
Debit more than Credit) of B and C. If it is not mentioned 
in the question that partners are insolvent, we must take 
them to be solvent and that enough cash is received from, 
them to make good their deficit. 
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PARTNERSHIP l v (DISSOLUTION) 

ILLUSTRATIVE PROBLEM ^ entered into partnership on 

Problem, Qnest.oo and R _ ^ respectively . They had 

1st October, 1971 sharing “ ' R$ 30j00 o, Rs . 20 ,000 and 

contributed Capitals to the extent 

Rs. 10,000. 1972 the date on 

bl 

?*/)/)/) Bills Receivable 

<*»**»"• aUim. u.:r, ». 30 . 0 »» 

Jfc. 5,000 and Slocfe R*- ^ 5 > 000 - * un ° * 

“"<* *ilb *■*■«* *«• 4 - 000 ' d , scount of 10 % 

Problem agreed to take over the Stock 
and agreed to pay off the Bills Payable. 

Question agreed to take over the Book Debts at a discount 

20% and pay off Creditors. office 

o.evision took over the Bills Rece.vable at Rs. 4,877 
Fixtures at a depreciation of 10%. 

5 o /o interest is to be credited to each partner on his Capital. 

Prepare accounts to close the books of the firm. 

Solution and Notes : 

We must first find out the Capitals of partners at the date o 
dissolution by preparing Balance Sheet as on that date. 

. . rv.. till > 


Liabilities 

Rs. 

Assets 

Rs. 

Sundry Creditors 

Bills Payable 

Combined Capital 

30,000 
4,000 
45,000 1 

Office Fixtures 

Debtors 

Bills Receivable 

Stock 

• 

1,000 

28,000 

5,000 

45,000 

79,000 

79,000 

» .. j 


Thus, from Rs, 0U,uuu ’ ' ... ., 

,o Rs. 45,000 due to a loss of Rs. 15,000. This loss rs 

ing interest on Opening Capitals @ 5% p.a., which wM be Rs. 3,000, 

thus the total loss being Rs. 18,000. 
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Dr. Partners’ Capital Accounts Cr. 



Pro¬ 

blem 

Ques¬ 

tion 

Revi¬ 

sion 


Pro¬ 

blem 

Ques¬ 

tion 


30-9-1972 

To P. & L. 
A/c—Loss 

.. Bat c/d 

8,000 

23,500 

6,000 

15,000 

4,000 

6,500 

1-10-1971 

By Bank 
30-9-1972 
By Interest 
on Gapital 

30,000 

1.500 


10,000 

500 

Rs. 

31.500 

21,000 

10,500 

Rs. 

31,500 1 

21,000 

10,500” 

1-10-1972 
To Realisa¬ 
tion Loss 
„ Realisa¬ 
tion 
„ Lank 

4,588 

40,500 

3,441 

22.400 

19,159 

2,294 

5,777 

1-10-1972 
By Bf 1. b/d 
,, Realisa¬ 
tion 
„Bank 

Wm 

HSi 

15,000 

30,000 

6,500 

1,571 

Rs. 

45,088 

R59 

8,071 

Rs. 

| 45,088 

45,000 

8,071* 


j> r> Bank Account Cr. 


1-10-1972 


By Question’s Capital 

Rs. 

19,159 

To Problem’s Capital 

To Revision’s Capital 

17,588 

1.571 




19.159 


19,150 


Dr. 


Realisation Account 


Cr. 


To Office Fixtures 
„ Debtors 
„ Bills Receivable 

Stock 

Problem’s Capital- 
BIHs Payable 
Question's Capital* 
S. Creditors 


•• 


*» 


Rs. 

1,000 

28,000 

5,000 

45,000 

4,000 

30,000 


1,13,000 


H 

»• 


By Sundry Creditors 
Bills Payable 
Problem’s Capital— 

(Slock Less 10%) 
Question's Capital— 

< Debtors Less 20%) 
Revision Capital— 

(Bills Receivable ) 

(Office Fixtures , less 10 %) 
Capital Accounts : Loss- 
Problem— 4/9 4,588 

Question—3/9 3,441 

Revision—2/9 2,294 


Rs. 

30,000 

4,000 

40,500 

22,400 

4,877 

900 


10,323 


1,43,000 


ILLUSTRATIVE PROBLEM NO. 5 

Bhat, Kamat and Hegde are three partners having a Capital of 
Rs. 40,qp0, Rs. 30,000, and Rs. 20,000 respectively. On 1st January, 
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PARTNERSHIP IV (DISSOLUTION) 

1971, the firm was dissolved After having pa.d «pens« 

at a discount of 5 4, for R» . 9, w ^s found to be Rs. 70»°00. 

pro6» “ *• " ropor ““ ° ’ 

2/5 and 1/5 respectively. AccOU nt and 

Show the Realisation Account, Partners P 
Cash Account. 

s " te «; ", Tr - - ~~ ssrswys 

S'Smir 'S. if5£K- - *■— 

100, discount @5% will^be 5, a paid, Rs. 100 is payable in 

will be 95. Thus when 95 is -actually , 

total. 

... When 9,500 is paid, Rs. 10,000 are actual liabilities. 

(2) Cash balance of Rs. 70,800 is ^*70,800 

liabilities. Hence, cash received on sale of assets is Ks 
+9,500=Rs. 80,300. 

Balance Sheet as on 1st Janaary. 1971_ 


Liabilities 


Rs. | 


Assets 


1.00,000 



To Sundry Assets 
„ Cash : 

Payment of Liabilities 
Cash: 
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PARTNERSHIP - IV (DlSSOl.'JIlON) 
2. Partners’ Capital Accounts C r 



Bhat 

Kamat 

Uegde 


Bhat 

Kamat 

To Realisa¬ 
tion : Loss 
To Cash 


8.000 

22.000 

4,000 | 
16,000 

By Bal. b/d 



Rs. 

40,000 

30,000 

20,000 

Rs. 


1 30,000 



3. Cash Account 


20,COO 


To Realisation : 

Assets Realised 

Rs. 

80,300 

By Realisation : 
Liabilities 
Expenses 

IP 

Rs. 

10,300 



Capital Accounts : 
Bhat 

Kainat 

Hegdc 

32,000 

22.000 

16,000 

J 

! 70,000 


80,300 



1 

5 S0,30iT 

ILLUSTRATIVE PROBLEM NO. 6 


You , He and She decided to dissolve their partnership on 30th 
June, 1972. Their position was as follows : 


Creditors 
Mrs. He’s Loan 
Capitals : 

You 

He 

She 



Cash at Bank 

Debtors 

Stock 

Loose Tools 
Motor Vehicles 
Plant and Machinery 
Freehold Premises 


l 


Rs. 

2,500 

3,70o *•' 
80 0 
l,20o 
6 , 00 o 
10,000 


30,40o 


‘He’ and *She y agreed to form a new partnership to carry on the 
business and it is agreed that they shall acquire from the old firm the 
following assets at figures shown below : 



Rs. 


Rs. 

Stock 

4,000 

Loose tools 

500 

Motor Vehicles 

2,500 

Plant & Machinery 

7,800 

Freehold Premises 

8,400 

Goodwill 

6,000 


The partnership agreement of ‘Tou’, ‘He’ and \! She* provides 
that Trading Profits or Losses shall be divided in the ratio of 3 : 2 : 1 
and that Capital Profits or Losses in the proportion of their respective 
Capitals. 
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PARTNERSHIP IV (DISSOLUTION) 

Debtors realise Rs 5,900 and discounts of R*. '2 are secure 
on payments due to Creditors. . H e* and <she - and 

d „ w S .-1 ■Sh='»-o ■*« —' 

cash to pax ‘You’ in the ratio cf 3 : 2. 

Solution and Notes : Capital Items, t.c., non- 

Capital profits are P.ofus are on trading assets, 

trading assets or Fixed Assets Tra g of (raiin7 M Umnes, vu., 

&«^Sa, and Payable, etc. 

a. a n r A . 


Hems 

Book Value 

Agreed Value 1 

Difference 

Loose Tools 

Motor Vehicles 

Plant Machinery 
Freehold Premises 
Goodwill 


800 

1.200 

6.000 

10.000 

500 

2.500 

7,800 

8,40u 

6,0o0 

. — 3v0 

+ 1,300 
+ 1,800 
—MOO 

+6.O00 

MU — ■ • ••• 

Total Rs. 

18.000 

25.200 

+ 7,200 

— 


12 : 9 : 6 or 4 : 3 : 2 

<You’—4/9=Rs. 3,200 ; ‘Hc’-3/9=Rs. 2,400 ; and 
‘She’—2/9 =*Rs. 1,600. 

(2) Trading Profits 


Hems 

Book Value 

Agreed Value 

Difference 

Debtors 

Stock 

Creditors 

Total Rs. 

6,200 Dr. 
3,700 „ 
1,400 Cr. 

5,900 Dr. 
4,000 „ 
1,328 Cr. 

- 300 
+ 300 
+ 72 

8,500 Dr. 

8,572 Dr. 

+ 72 


‘You’—Rs. 36 ; ‘He’—Rs. 24 and ‘She*—Rs. 12 
(3) Thus, total profit on Realisation shared as : 
‘You’—Rs. 3,200 + Rs. 36=Rs. 3,23o. 

‘He’ —Rs. 2,400+Rs. 24=Rs. 2,424. 

‘She’ — Rs. 1,600+Rs. 12=Rs. 1,612. 
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PARTNERSHIP—IV (DISSOLUTION) 


(4) All other accounts, namely the Realisation Account, Bank 
Account and Partners’ Capital Account should he prepared in the 
usual manner. 


(5) Since nothing is mentioned about Mrs. He’s loan, it is assi- 
med to he paid in full. 

Students are requested to prepare the above accounts and 
•Opening Balance Sheet of the Firm of He and She. 


B. INSOLVENCY OF A PARTNER 


Capital Deficiency 

Due to excess withdrawals or loss on realisation or due to some 
other factors, a partner’s Capital Account after dissolution may show 
a debit balance. Such debit balance is called Capital Deficiency. If a 
partner is Solvent •, he will have to make good such capital deficiency 
by bringing cash or property. However, if such a partner is insolvent 
and when his private estate is insufficient to meet such deficiency, the 
capital deficiency of such a partner will be a loss to other solvent 
partners. 


When there are only .two partners and one of them is insolvent, 
then his capital deficiency will be borne by the other solvent partner 
completely. But when there are more than two partners and one of 
them is unable to meet his capital deficiency, then the problem 
arises as to how and in what ratio the deficiency of the insolvent 
partner should be transferred to the other solvent partners. 


i 


Should it be transferred in their profit-sharing ratio ? 

Or in their capital ratios ? 

If in capital ratios, then what capitals should be considered for 
arriving at such ratios ? 

Whether the capitals prior to dissolution or after dissolution ? 
Or whether fixed capitals or fluctuating capitals ? etc. 

To get the correct answer to the above questions we have to 
Tefer to the following English case : 


Garner vs. Murray Decision 

^Garner, Murray and Wilkins were equal partners in the Firm. 
Wilkins became insolvent and could not contribute anything towards, 
his deficiency which was to be borne by Garner and Murray. Pnor to 
this controversial decision given by Mr. Justice Joyce in 1903, the 
practice was to bear such loss in profit-sharing ratio. Murray had an 
objection for this who claimed that such loss being a capital loss and 
not a business loss, should not be borne by the partners m their profit- 
sharing ratio but should be borne in their last agreed Capital ratio, 
Murray got the decision in his favour. N 
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~ t _ A person is said to be insolvent when his assets are less than 
Ef UabUitto Or in other words, he is insolvent when he cannot 
pay off all his liabilities out of the proceeds of his assets. 

The Rale ia Gamer vs. Murray 

The deficiency of the insolvent partner’s capital account must 
be borne by other Solvent Partners in proportion to their last 
agreed capitals. The last agreed capitals are those which appear 
in the Balance Sheet of the Firm just prior to Dissolution. 


Last Agreed Capitals 

If the capitals are fluctuating , the last agreed capital means the 
balance appearing in the Balance Sheet as well as partners share in 
undistributed profits and accumulated reserves, drawings etc., all just 
prior to dissolution. 

In case Capitals are Fixed , last agreed capitals are the Fixed 
Capitals. It should be noted that in any case, deficiency of insolvent 
partners should not be borne by other solvent partners either in profit- 
sharing ratio or any other proportion unless so agreed. 

While working out the “Last Agreed Capitals” Profit or Loss oc 
realisation or any adjustment at the time or after dissolution should 
not be taken into consideration. Since there is every possibility 
of committing mistakes in working out last agreed capitals, 
it is found desirable that the solvent partners should bring 
in cash, their share of loss on realisation. However, this is 
not compuisory because even without bringing cash for such loss, 
the result remains the same. 

Though Indian Partnership Act docs not contain this 4"ule we 
should invariably follow it in the absence of any specific rule or 
instructions. 


Accounting Procedure 

Till the preparation of Realisation Account, accounting treats 
ment remains the same as in Simple Dissolution. It differs only 
when (») the solvent partners have to contribute cash to make good 
their share of loss on realisation and (tt) when the deficiency 
of insolvent partners is to be transferred to the solvent partners. 
It is a general principle that solvent partners have to bring cash 
towards tneir share of loss on Realisation. However even of such 
loss is not contributed in cash, there is not going to be any difference 
in final rt suit. 
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PARTNERSHIP—IV (DISSOLUTION) 


ILLUSTRATIVE PROBLEM NO. 7 

Garner, Murjpy and Wilkins were equal partners. The 
following was the position after dissolution but before settlement of 
accounts : 




£ 



Capital Accounts : 



Wilkins Capital Overdrawn 

n 

Garner 

2,500 


1 Realisation Loss 


Muti ay 

3L4 

2,814 

1 Cash Balance 

fin 



2,814 


2,814 



= = — — 




Wilkins proved to be bankrupt and could not contribute any¬ 
thing towards his Capital deficiency. 

Show the accounts to record the above dissolution. 

Solution and Notes : 


1 . 

Realisation Account 


To Balance (Loss) 

£ 

636 

By Gamer 

m 

636 

„ Murry 
„ Wilkins 

B5 


2. Capital Accounts 



Garner 

Mur¬ 

ray 

Wil¬ 

kins 


Garner 

Mur¬ 

ray 

Wil¬ 

kins 

To Balance 
To Rea lisa- 
tion 

Loss 

To Wilkins 
( Deficit ) 
To Cash 

212 

422 

2.078 

212 

53 

261 

263 

212 

By Balance 
By Cash 

By Garner 
By Murray 

2,500 

212 

314 

212 

422 

53 

£ 

2,712 

526 

475 

£ 

[vn 

526 

”"*"” 475 " 


3. Cash Account 



T6 Balance b/d 

To Gamer 
*'■ .'urray 

H 

By Garner 

Bv Murray 

£ 

2,078 

261 



2,339 


2,339 
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PARTNERSHIP IV (DISSOLUTION) 


™.t^ r u - R “' 1 “ , '°” A ' c ' 

^ XZZS™? 

Si U „Sl te .uK - “pad- -DO. «^0U.T 

partnership deficiency. 

ILLUSTRATIVE PROBLEM NO. I 0 partner ship. Their Balance 

Hand and Mouth were: in^ 3 P , l97l when the firm was 

Sheet stood as under on Decemo _ 

dissolved. 


Creditors 
Hand’s Capital 



Machinery & Plant 

Funiture 

Debtors 

Stock 

Cash 

Mouth’s Drawings 


Rs. 

1.200 

300 

500 

400 

180 

1.020 

^600 


Debtors 

Stock 


Rs. 400 
300 

Hand's 


The assets realised as under : 

Machinery Rs * ®jjjj 

“S expenses of reahsation —whereas 

surp^ of Rs. .40 only. 

Give accounts to close the books of the firm. 


Solution 

Dr. 


Realisation Account 


Cr. 


To Machinery & P lant 
To Furniture 
To Debtors 
To Stock 

To Bank —Expenses 



By Bink — 
Machinery 
Furniture 
Debtors 

Stock 


600 

100 

400 

300 


By Capital Accounts-Loss 
Hand 1/2 570 

Mouth 1/2 570 


Rs. 


1,400 


1,140 


I 2,540 
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PARTNERSHIP-IV (DlSSOLUTION> 


2. Partners* Capital Accounts 



Hand 

Mouth 


Hand 

Mouth 

To Balance b/d 

To Realisation Loss 

Rs. 

570 

Rs. 

1.020 

570 

By Balance b/d 

By Cash 

By Deficiency A/c 
transfer 

Rs. 

400 

170 

Rs. 

140 

1.450 


570 

1,590 



Wr&m 


3. Deficiency Account 


To Hand’s Capital Account 

To Mouth’s Capital Account 

Rs. 

170 

1.450 

By Creditors Account 

Rs. 

1.620 

1.620" 

1,620 

Pr. 4. Cash Account Q r 

~ i Rs. 

To Balance b/d 180 

To Realisation I,4p0 

To Mouth’s Capital Account , 140 

By Realisation—Expenses 

By Creditors 

(£. lancing Figure) 


| j» 72 o" 



5. Creditors Accouot 

To Cash 

To Deficiency 

1 

Rs. 

1.580 

1.620 

By Balance b/d 

Rs. 

3.200 


7,200 


3,200 

ILLUSTRATIVE PROBLEM NO. 11 


Waste, Reck and Spend had the following Balance Sheet on 
31st December, 1970: 
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•PARTNERSHIP —IV (DISSOLUTION) 


* Th c firm was dissolved ^OMilTSl. R 'tte’poLon ofJarN 

Assets and Debtors realised Ks. ju,uuu 

ners was as under : _.___—- 


Waste 

Reck 


Private Estate Rs. 


10,000 

8.000 


Private Liabilities Rs. 

15.000 

6.000 


Spend was able to pay Rs. 5,000 only of what was P»V»bleoti 
his account to the partnership. The partners shared profits and 
losses in the ratio of 4 : 4 : 2. The loss on rea tsaltor. is to be deter 
mined after considering the amount ultimately paid to creditors. 
Cive the necessary Ledger Account*. 

Solution and Notes : 

Since Mrs. Waste's loan is secured, the cash received on sile ol 
Stock, Rs. 10,000, should be paid to her first. For the remaining 
Rs. 15,000, she stands on par with other creditors and receives 
ratcably. 

The realisation loss is to be determined after taking into con¬ 
sideration (i.e., Debiting Realisation Account for) the amount paid to 
creditors. 


Now, Cash Balance is 

Add Assets Realised ( Stock and Debtors ) 

Add paid by Reck (excess of private estate over private 
liahilitry) 

Add paid by Spend 


Out of this paid to Mrs. Waste (as secured creditor) 
Amount available for Creditors, loans etc. 


Total Rs. 


Rs. 


Rs. 

1.000 

40.000 

2,000 

5,000 

48,000 

10,000 


38,000 


1. Realisation Accoont 


f Fixed Assets 
Sundry Debtors 
Stock 
ToBank - 

Paid to Mrs. Waste 
(out of stock) 

To Bank 

Creditors , Mrs. Waste 
Loan ( balance ) etc. 


a 


Rs. 


Rs. 

40,000 

By Creditors 

40,000 

24,000 

„ Mrs. Waste’s Loan 

25,000 

20,000 

M Bank (Stock) 

10,000 


„ Bank (Debtors) 

30,000 


,, Capital Accounts 


10,000 

Waste 4/10 = 10,800 



Reck 3/10 = 10,800 



Spend 3/10 = 5,400 

27,000 

38,000 



1,32,000 


1,32,000 

-= = 


=*•= = =* 

































PARTNERSHIP—IV (DISSOLUTION) 


2. Capital Accounts 


Waste I Reck \ Spend 


Waste Reck Spend 


To Loss 12,000 12,000 

( from BIS) 

To Realisa¬ 
tion (Loss) 10,800 10,800 


To Waste 1 
< Deficiency) 
To Reck* 
f Deficiency ) 



By Balance 
.. Bank 
„ Reck 1 
„ Spend 1 
Spend* 


22,800 24,667 15 



3. Bank Account 


To Balance b/d 
To Realisation ( Assets 
Realised) 

To Reek’s Capital 

( contribution) 

To Spend’s Capital 
(contribution) 


Rs. 

1,000 By Realisation 

1 Mrs. Waste's Loan 
All Creditor 


40,000 


Ri. A 

10,000 ' 

38,000 


2,000 


5,000 


48,000 


48,000 


Note: (I) First of all Mr. Waste becomes insolvent His 
deficiency of Rs. 2.800 is borne by Reck and Spend .n Capita Ratio 
d 2 : 1 = 1,867 : 933. (Op. Bal. less Share in Loss as per B/b). 

(2) Secondly due to Waste’s Deficiency, Reck becomes*' 
insolvent, whose deficiency is to be borne by Spend fully, thus 
making his balance nil. 

C. SALE TO A COMPANY 


Sale to a company is nothing but a form of Dissolution. Occa¬ 
sionally partners, with a view to dissolve their firm, sell their business, 
to an existing joint stock company. Sometimes, to change the 
constitution of their association, partners may convert their firm into 
a new company. This procedure is nothing much different from the 
dissolution procedure that we have already explained. 

Before giving the table of entries in connection with this, let us. 
explain a few important points in this connection. 

(I) Purchase Consideration. The price paid by the purchase 
ine company to the acquired Firm is called ‘purchase consideration’. 
From the viewpoint of the selling firm it is the sale price. 

(II) Payment of Purchase Consideration. This sale price: 
can be received in any or all of the following forms : 

(a) By payment in cash. 
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, PARTNERSHIP JV (DISSOLUTION) partners 

Note 3 : (1) Realisation loss of £ 636 is «r*ns er 

equally. . _i_. enual to then 


( 2 / 

(3) 


Cramer" and Murray Have brought cash equal to their 
share of loss on realisation. (including his 

Wilkin’s Capital ddioracy.of£ 47 Garn er and 

' *" d “* 

in their profit-sharing ratio. 

ILLUSTRATIVE PROBLEM NO. 8 

pramila, Sharmila -nd f/^n^Sheetas on 31st Dec., 1971 


was as follows whe 

x .« Sundry Creditors 
^ Loan from Pramila 

n tncy 

ILIUVS* ... 

Rs. 

13.000 

7,500 

Bank 

Debtors 

Less R.D.D. 

6,000 

500 

Rs. 

1.000 

5,500 

Capital Accoents : 
f Pramila 

Sharmila 

Mridula 

10 000 
5.000 

1.000 

16.000 

6,000 

Stock 

Plant 

Current Loss 


9,000 

15,000 

12,000 

Reserves 


~42,5« 0 



“4X500 


P ,„, sr rsx&sStssZi »>£» *• t 

The creditors were Pf $ SjbSLfS'e"™ 

v assr-ssc Tr 

' p rc pare necessary accounts to closi the books of the firm. 


Solution and Notes : 


1. Realisation Account 


To Debtors 
To Stock 
To Plant 

To Bank —Expenses 
To Bank— Creditors 



40,000 


By R.D.D. 

By Creditors 
By Bank—Drs. 

By Bank—Plant 
By Pramila Capital 

( Stock-taken ) 
By Capital Accounts 
(Loss Transferred) 
Pramila 
Sharmila 
Mridula 


3,000 

2.000 

uoo 


Rs 

500 

13.000 

4,500 

10,000 

6, C ‘.0 


6,0f 0 


40.CC0 


PPA—11/29 
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PARTNERSHIP—IV (DISSOLUTION) 
2. Capital Account ' 



Pramila 

Shar¬ 

mila 

Mri¬ 

dula 


Pramila 

Shar¬ 

mila 

Mri¬ 

dula 

t 

To P. & L. 

6,000 

4,000 

2,000 

By Balance 

10.000 

5.000 

l, r 00 

1,000 

250 

(*■£"> 



By Reserves 

3,000 

2,000 

To Realisa¬ 




By Bank 

3,000 

2,000 

tion 

6,000 

— 

— 

(Realisation 

(Stock taken) 




Loss ) 




To Realisa¬ 




By Pramila 

__ 


525 

225 

tion 

Loss 

3,000 

2,000 

1,000 

By Sharmila 

— 

— 

To Mridula 

525 

225 

— 





( Deficiency ) 
To Bank 

475 

2.775 

— 






16.000 

9,000 

3,000 


16,000" 

9,000 

_£oo<r 


* 


3. Bank Account 


To Balance b/d 
To Realisation : 

Debtors 4,500 

Plant 10,000 


To Capital Accounts : 

Pramila — 3,000 

Sharmila " 

Mridula = 250 


Rs. 



1,000 

By Realisation 



Expenses 

500 


Creditors 

9,500 

14,500 




By Pramila -Loan Account 


By Capital Accounts 



( Settlement) 



Pramila = 

475 

5,250 

Sharmila — 

2,775 

20,750 




Rs. 

10,000 

7,500 

3,250 

20,750 


Notes 


^ Ij VjUiiciii. iwm uaiuivutu iu pdiuicrs. 

(2) Pramila and Sharmila brought cash for their share in 
Realisation Loss. 

(3) Mridula contributed only Rs. 250. 

(4) Pramila’s Loan Account is paid separately. 

(5) Mridula’s Capital Deficiency is borne by Pramila and 
Sharmila in their “Fluctuating Capital Ratio*' which 


was 7 : 3. 


2. Capital Accounts 



Pramila j 

Sharmila 


Balance 

Add Reserves 

10,000 

3,000 

5,0'0 

2,000 

* 

Less Loss Prior to 
Dissolution 

13.000 

6,000 

7,0C0 

4,000 


Last Agreed Capitals 

7.0CO 

3,000 

= 7:3 
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-OSH.P-IV (dissolution) 

in a *- shanr* g-J-J- ££, * 

^ an , oqo/ respectively. They the proceeds. B »« 

30 <°MB SriUsFthe ^rl stoTand Debtors as his remu- 

-as* *M=KS^3s?fi\. *. - 


40%, 
and 
receive 


ani amounts realise* jro ™3 of reahsation. 

«*•**? 5/ » n °i Ho bear all the cx P e ^f° f th e firm 
neia The fo”"” " U thC Balan 

dissolution : 


Creditors Rs. * 

Capital Accounts 30 ,000 

A 20,000 

B - 


Cash at Bank 
Debtors 

Less R D.D. 
Stock 

premises 
Capital Account 
C Overdrawn 


1 

Rs. 

Rs. j 

1.500 

35.500 
2,500 1 

33,000 

j 

60,000 

15,000 


4,500 


Mortgage on Premises 

‘ - |l,14.0C0 

i!; , i- 0 - 0 =i - - 

r “£ f 3 W R -;ii ~ rr sj-asss 

»' A/C 

Solution : f Realisation Account 

Dr. ‘ — 


To Debtors 

To Stock 

To Premises 

To A's Capital Account 
Mortgage 

To fi’s Capital Account 
( Commission ) 

To Bank— 

Creditors 
Interest 
Outstanding 
Creditors 
Legal Charges 



By R.D.D. 

By Mortgage 
By Creditors 
By A's Capital Account 
Premises 

By Bank— nnn 

Debtors 25.000 

Stock . 4 !’°S5 

Goodwill 

By Capital Accounts—Loss 

A 4/10 8 ,LOU 

* - ~ 6.C00 


S3 10 
C 3/10 


6,000 


Rs. 

2,500 

5,000 

59.000 

12,000 


78.500 


20 ,C 00 


I.77.0C0 
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PARTNERSHIP—IV (DISSOLUTION) 
2. Partners' Capital Accounts ^ 



A 

K 

c 


A 

B 

C 

1 

To Balance 
b/d 

To Reali«a- 
tion 

( Premises ) 
To Realisa¬ 
tion 

Loss 

To C’s 
Capital 
(Deficiency) 
To Bank 

12.000 

8.000 

4,500 

18.500 

6 .C 00 

3,000 

20,500 

4.500 

6,000 

By Balance 
b/d 

By Realisa¬ 
tion Com- 
misson 
,, Mortgage 
„ Bank 
„ Bank 
„ A Capital 
„.B Capital 

30,000 

5,000 

8,000 

20,000 

3.500 

6.000 

^ * 

3.000 

4,500 

3,COO 

Re. 

43,000 

29,500 

10.5C0 

Rs. 

43.000 

29,500 

10.500 

Capital Deficiency of C— Rs. 7,500 - is shared by A and 
their Capital Ratios - 3:2. X ^ and 

B in 

Dr. 


3. Bank Accouot 



Cr. 

To Balance b/d 
Realisation ( Assets ) 
To Capital Accounts 
(Realisation Loss) 

Rs. 

8,000 

Rs. 

1,500 

78,500 

By Realisation ( Liabs ) 
By Capital Account 
( Sill lenient ) A 

B 

Rs. 

18.500 

20.500 

Rs. 

58,000 

39,000 

B 


6,000 

14,000 





To Capital Account 
( Recovery ) 


3,000 








97,000 




97.0CO 


* 


All Partners Insolvent 


During the course of dissolution it may so happen that all 
partners become insoJvent. In such a case, the capital deficiency of 
partners will have to be also borne by unsecured creditors, thus 
creditors receiving less amount. When all partners are insolvent, the 
Garner Vs. Murray rule does not apply. 

From the accounting point of view, remember the following 
points: ° 

(1) Do not transfer creditors and other such liabilities to 
Realisation A/c. 

(2) Open Deficiency A/c and transfer the debit balance or 
credit balance, if any, of Partners’ Capital A/cs to this A/c. 
Thus, the Capital A/cs will be closed. 

(3) The balance on Deficiency A/c is credited to that A/c and 



































35 


PARTNERSHIP IV (DISSOLUTION) 


(„) Purchase consideration'.. discharged by .he Co. 
as under : ^ 

Dc in each =Rs. 1 , 00 , 0 C 0 
10X00 Shares @ Rs. cau 

• - 24,200 

Balance in Cash _ 


Pc 


l Ol 900 


Dr. 


Realisation Account 


Cr. 



To Land and Buildings 
Machinery 
Stock 
Debtors 

Bills Receivable 
Investments 

Cash at Bank 

Capital 1 Accounts : Profit^ 

buI 


Rs. 

40,000 

20.000 

24,000 

23.200 

6,400 

4,800 

9.600 

8,000 


21,000 


1.57.000 


By Bills Payable 1 
Sundry Creditors 
Crescent Co. Ltd. 
Bank —Investments 


Rs. 

7,200 

21,600 

l,24,2C0 

4,000 


1,57,000 


, Only those liabilities that arc taken over by the Co. are to 
be transferred to Realisation Account. 

2. .n,«shnen» are h„, ddrea by .he Co., bo, said by .he fin.. 


Crescent Co. Ltd. Account 


To Realisation Account 

Rs. 

1.24,200 

By Shares in Crescent 

Co. Ltd. 

By Bank 

Rs. 

l,C0,0GO 

24,200 


1,24,000 

1 

1,24,000 


Partners’ Capital Accounts 



A 

B 


A 

B 

To Shares in Crescent 
Co Ltd . 3 

To Bank 

62.400 

15,600 

78,000 

37,600 1 
9,400 

By Balance b/d 

By Realisation : 

Profit 


40,000 

7,000 

1 -- 

47,000 

78,000 j 47,000 
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PARTNERSHIP —IV (DISSOLUTION) 


Shares in Crescent Co. Ltd. Account 


To Crescent Co. Ltd. Account 

Rs. 

1 .00,000 

By A 's Capital 

By /?’s Capital 

Rs. 

62.400 

37.600 

• 

1 .00,000 


1 .00,000 


3. Shares are distributed in their final claim ratio, i.e., 78 : 47 
respectively for A and B. 



Bank Account 


To Balance b/d 

Rs. 

9.600 

By Realisation 


Rs. 

9,600 

To Crescent Co. Ltd. 

24,200 

By Mrs. A's Loan 


3,200 

Realisation — 

• Investments 

4,000 

By Capital Accounts : 
A 

15,600 



B 

9,400 

25,000 


37,800 



37,800 




D. PIECEMEAL DISTRIBUTION 


In the preceding illustrations on Dissolution of Partnership we 
have presumed that all assets are realised on one day and liabilities 
arc discharged on the same day. However, in practice this will be 
unrealistic. The dissolution process certainly takes some time during 
which period assets are gradually realised —as they are sold piece by 
piece. 

As and when cash is collected, it is customary to pay off 
liabitliies, prorata, and once all liabilities are paid off, partners also 
would like to receive money without waiting until all the remaining 
assets are realised. 

Under such circumstances, gradual , interim or piecemeal dis¬ 
tribution of cash is made among partners. But the problem will be 
in what ratio the distribution is to be made— whether in profit- 
sharing ratio or capital ratio. 

The situation will be more complicated when the partners* 
capitals are not in their profit-sharing ratio Any method used 
should be such that, ultimately the loss on realisation or final deficit 
balances must be in profit-sharing ratio and also that the interim 
distribution does not result in over-payment to any partner. 


ILLUSTRATIVE PROBLEM NO. 14 

X and Y are partners sharing profits and losses in the ratio of 
2 : 1, and having Rs. 6,000 and Rs. 8,000 as their Capitals. After 
paying off all their liabilities, they collected three (3) instalments ot 
Rs. 3,500, Rs. 2,800 and Rs. 3,500. There is a debit balance in 
P & L a/c, Rs. 3,000. 

Show the distribution of cash on Capital Ratio as also on profit- 
sharing ratio. Will it be proper to distribute in such a method ? 


PARTNER 


SHIP-IV (DISSOLUTION) 


:-7 


Solution : 

Distribution as per Capital Ratio 


Capital Ratio (6.000 : 4.000= 6 : 4) 

Pay me nf of*First Ins.a.men, (of Rs. 3,000 in 6 : 4) 

Balai.cc due 

Payment of Second Instalment (of Rs. 2.800 in 6 : 4, 

Balance due 

Payment of Third Instalment (of Rs. 3.200 in 6 : 4) 

Balance being Loss or Profit 


X 

Y 

Rs. 

Rs. 

6,000 

4.000 

1.800 1 

1,200 

”7.200 

2.800 

1.680 

1,120 

2,520 

880 

1,920 

1,280 

600 

j —400 Dr. 


. ; n the profit and loss sharing ratio. 

The final balances are not tn the u an 

Hence th.s method 0 ' Q * y This is also incorrect. A danger of 
overpayment of . ^ such payme nt the concerned partner 

b V ec r ome y sTns n o.vent. the «her partner’s will be unnecessarily put to 


loss. 


Distribution as per Profit-sharing Ratio 



X 

Rs. 

Y 

Rs. 

Profit-sharing ratio (2 : 1) 

SSmenfo*"* Instalment (of Rs. 3.000 in 2 : 1) 

6,000 

2,000 

4.000 

1,000 

Balance due 

Payment of 2nd Instalment (of Rs. 2,800 in 2 : I) 

Balance due 

Payment of 3rd Instalment (of Rs. 3,200 in 2 : 1) 

Balance being Loss 

4,000 

1,867 

3,000 

933 

2,133 

2,133 

2,067 

1,067 

===== 

1,000 


Again the final balances are not in the profit and loss ratio. 
Moreover, whereas X is paid in full. Y has to bear the loss of 
Rs. 1,000. 

Thus, when Capitals are not in the profit-sharing ratio, piecemeal 
distribution of cash will not be satisfactory either on profit-sharing ratio 
or on capital ratio . 
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PARTNERSHIP—IV (DISSOLUTION) 
To distribute the cash properly, therefore, there are two 
methods : 

(A) Surpuls Capital Method, and 

(B) Maximum Possible Loss Method. 

(/I) Surplus Capital Method 

Under this method, the payments are so made as to bring the 
capitals of the partners to their profit-sharing ratio. Then both, 
Capital and Profit sharing ratios will be one and the same. Then 
the further distribution can be made in either of the two ratios. 

For this purpose, one has to find ou* which partner has surplus 
capital, t.e., more than proportionate to other partner’s Capital 
(considering the profit-sharing ratio). Such surplus must be paid off 
first to the partner. Then his Capital will be in proportion to others 
on the basis of their profit-sharing ratio. 

ILLUSTR \TIVE PROBLEM NO. 15 

Red, White and Blue are partners sharing profits and losses as 
5:3: 2. The following is their Balance Sheet as on 31-12-65, when 
they dissolve the firm : 


Liabilities 

Rs. 

Assets 

Rs. 

Creditors 


40.000 

Premises 

40,000 

30,000 

Lnan Account—Red 


10,000 

Plant 

Reserves 


10,000 

Stock 

30,000 

60,000 

Capitals : 


Debtors 

Red 

45.000 




White 

12.000 




Blue 

43.000 

1,00,000 










1,60,000 


1,60,000 


It was agreed to repay the amounts due to the partners as and 
when the assets realised, viz. : 
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partnership 'iv (dissolution) 

^Bytheissucofsh^sof^^ 

(c) By the issue of company ion . The debentures 

s&SMfss Jgj: as a- 
sssssvS r5d6 n.. m '" ,io " rf in 

ssrsLS-sst^- *— - " pu ‘“ d : 

Entries on Sale °J* ‘^“frTm otter d.ssolutionenUrc^ 

(Only those whicharejt-— —-„ 

' —-- 1 . _ r>« Arrmint U 


(1) For Purchase consideration 

receivable__ 

^^in^Td^or'debe^res 


Purchasing Co. Account 
To Realisation Account^ 


Cash or Bank Account 
Shares Account 

.Account 


Dr. 


Dr. 

Dr. 

Dr. 


‘"wsaas: 


Dr. 


(Other entries remain the same) 

ILLUSTRATIVE PROBLEM NO. * 2 partnership sharing profits 

J, S and * £$2they agreed to sell their busmess 


Capitals : 

S 

K 


20,000 

15,000 

13,000 


Sundry Creditors 


Rs. 

48,000 

12,000 

*60,000 


Freehold Property 
Machinery 
Book Debts 
Stock 

Cash at Bank 


Rs. 

18,000 

12.000 

15,000 

13,000 

2,000 


60,000 


shown below : 
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PARTNERSHIP- IV (DISSOLUTION) 


Freehold Property 
Book Debts 
Goodwill 


Rs. 22,000 Machinery Rs. 11,(00 
14,000 Stock 12,000 

4,000 


The Purchase price of the Freehold Property and Machinery 
was paid by the Company in its shares for Rs. 33,000 and Book Debts 
Stock and Goodwill were paid for in cash. The Sundry Creditors are* 
paid off at a discount of 2|% and the Expenses of Realisation 
amounted to Rs. 500. 


Show the necessary Ledger 

firm. 


Accounts to close the books of the 


Solution and Notes : 

Note that the Company has taken over only Assets, except cash. 
Therefore, Cash and Sundry Creditors should not be transferred to 
Realisation Account. Only discount earned on Sundry Creditors 
should be credited (as it is a gain) to Realisation Account. 


Dr. Realisation Account Cr. 



Rs. 


Rs. 

To Freehold Properly 

18.000 

By Joint Stock Co . 1 

,, Machinery 

12.000 

Purchase Consideration 

63.CCO 

„ Book Debts 

15.000 

„ Sundry Creditors— 

„ Stock 

1 3.0(H) 

Discount 

3C0 

,, Bankvpc 7 /.tr.» 

Capital Accounts—Profit 

500 



J 4/8 2.4(H) 
.V 3/8 1.800 
A 1/8 600 

4,SCO 


| 






63,300 


63,000 


Joint Stock Company Account 



Rs. 


Rs. 

To Realisation Account 

63,000 

By Shares in Joint Stock 




Co. Account 

33,000 



,, Bank 

30,000 


63.000 


63,000 


= = s=r =' 


= = =“ 


Shares in Joint Stock Company Account 



i □ „ 



'in* Stock Co Account 


By Capital Accounts 1 

J 28/66 

RS. 

14,000 

10,500 



K il'S' 

8,500 


EEJ 


33,000 


===== =1 


= = = =» 
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PARTNERSHIP IV (DISSOLUTION) 

Bank Account 


To Balance b/d i i „ - - . , 

To Joint Stock Co - 30.000 I •• A 8,400 

(Pari of Purchase Price) | I j 28/66 A. 300 


*01 By B-SS- , S-- 


(Part of Purchase 


32.000 


5 21/66 
K 17/66 


Sundry Creditor's Account 


Rs 

11.700 By Balance b/d 

To Realisation -Discount _^ 

12.000 


■ - 

Partners* Capital Accounts 


Rs. 

11.700 

500 


5.100 19,800 

” 32.000 


Rs. 

12.000 


12,000 


T Jtfst.'co." .4,000 .0 500 

To Bank 8.400 6.300 


By Bal. b/d 20,000 15,000 13.000 

8.500 Rea.isa- 

5 ' 10 ° 2.400 . ,800_600. 


Rs. 22,400 16.800 13.600 


Rs. 22.400 16.800_ 13.600 


I ' g _ ' J -- --- 

CO eTrs n Rs fO 6?000 aSS Of ,h£ Rs. 33,000 arc paid in shares and hence 
the balance, Rs. 30,000, in cash. ^ among the partner^in their 

fina. iJKSSo- ClpUal ba ' anCeS af,Cr tKC RCaUSall0n 

Pr ° fit ^^ are : , ^ 

13,600. Therefore, they * ,e ‘,g 6 33 00 0 = Rs. 14,000; S’s share 

21:17. “ST ’ i to 500 “ “s share 17/66 X 33,000 = 

2 l/66f. 33,000=Rs. 10,500 .ana 

RS ' 8 ’1 00 ' ,. (an te raid in full numbers, the balances 

s-SsS&e Jdsvsr-Mf stSS 

ILLUSTRATIVE PROBLEM NO. 13 . 

The Crescent Co. Ltd. was formed to acquire the business ol ,1 

.„d S', proto P.2 :1. .Tho Bol.oee Shoe, of a »d B 

was asunder on December 31, 1VJ/Z . 





PARTNERSHIP —IV (DISSOLUTION) 



Liabilities 

Rs. 

Assets 

Rs. 

Bills Payable 

Sundry Creditors 
Mrs. A's Loan 
Capitals : 

A 

B 

Rs. 

64,000 

40,000 

7.200 
21 .6C0 

3.200 

1,04,000 

Land and Buildings 

Machinery 

Stock 

Debtors 

Bills Receivable 
investments 

Cash at Bank 

Goodwill 

40 000 
20,000 
24,000 
23,200 
6,400 
4,800 




9,600 

8,000 



1,36,000 





= = — 


CEEB 


It was agreed by the Co. to take over the assets at book value 
with the exception of Land and Buildings and Stock which were 
taken over at Rs. 45,000 and Rs. 20,000 respectively. The invest¬ 
ments arc retained by the firm and sold by them for Rs. 4,000. They 
also discharge the Loan of Mrs. A. The Co. takes over the remain¬ 
ing liabilities. The value of Goodwill is fixed at Rs. 28,800. 

The purchase consideration is discharged as follows : 

10,000 Equity Shares of Rs. 10/- each and the balance in cash. 

Close the books. 

Solution and Notes : 

Calculation of Purchase Cousideration 



Rs. 

Land and Buildings 

45,000 

Slock 

20,000 

Machinery 

20,000 

Debtors 

23,200 

Bills Receivable 

6,400 

Cash at Bank 1 

9,600 

Goodwill 

28,800 

Total Assets 

1,53,000 

Le**- Liabilities 2 

28,800 

Net 

1,24,200 


Note • (I) 1. Since the entire business is acquired, even Cash is; 
taken over by the Co. 

2. Mrs. A's Loan is not taken over by the Go. B/P 
and Creditors amount to Rs. 28,800. Since so 
much liabilities are taken over, the amount pay¬ 
able for assets b<L, reduced by this, 

figure. 




PARTNERSHIP IV (O.SSOLUT.ON) 

February 1, 1966 
April 1, 1966 
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Rs. 30,000 
Rs. 73,000 

June 1. 1966 «,0°° 

Prepare a statement thowin* how the distribution should be 
made and write up the Cash Account and Partners Cap. 


Solution and Notes : . 

Let us firs, find out who has paid how much surplus Cap. a 


Determination of Surplus Capital 


Capitals as per Balance Sheet 

Reserves 

Red-5 

Rs. 

45,000 

5,000 

White —3 
Rs. 
12.000 

3,000 

[Blue —2 • 

Rs. 

43,000 

2,000 

Capital Claims 

50.000 

15,000 

45.000 

Capitals in profit-sharing ratio (taking White 
as base), i.e. t in 5 : 3 : 2 

Surplus Capitals 

25.000 

15.000 

10,000 

25,000 

— 

35,000 

Surpules Capitals between Red A Blue in 
Profit-sharing ratio . «.«.» 5 : 2 
(taking Red as base) 

Ultimate Surplus Capital to be refund'd first 

25,000 

— 

10,000 

— 


25.000* 


•Since both Red and Blue have Surplus Capitals, we must see who has 


more surf /us. He should be paid first such surplus. 

Thus, Blue has maximum surplus. He should be paid 
Rs. 25,000 first. Then his Capital will be proportionate with that of 
Red. So, next payments should be between Red ihd Blue in 5 : 2 
ratio, till their Capitals reach the balances of Rs. 25,000 and 10,000 
when they will be in proportion to that of White’s. After that all 
^ should be paid in the Profit and Loss ratio of 5 : 3 : 2. 


PPA-11/30 



PARTNERSHIP —W (DISSOLUTION) 




PARTNERSHIP—IV (DISSOLUTION) 

Dr Partners’ Capital Accounts 


1-4-1966 
To Cash 
1-6-1966 
To Cash 
„ Reali¬ 
sation : 
Loss 

Rs. 


Dr. 


Cash Account 


1966 
Feb. 1 
, Apr. 1 
Jun. 1 
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Cr. 


Red 

White 

Blue 


Red 

White 

Blue 

20,000 


33,000 

1-1-1966 

By Bal. b/d 

45,000 

12,000 

43,000 

25,000 

12,000 

10,000 

„ Reserves 

5,000 

3,000 

2,000 

5,000 

3,000 

2,000 





50,000 

15,000 

45,000 

Rs. 

50,000 

15,000 

45,000 


Cr. 



Rs. 

1966 


Rs. 

To Realisation A/c 

30.000 

Feb. 1 

By Creditors 

30,000 

To Realisation A/c 

73,000 

Apr. 1 

By Creditors 

10,000 

To Realisation A/c 

47,000 

1 

By Red’s Loan 

10,000 

1 

By Red Capital 

20,000 



1 

By Blue Capital 

33,000 



June 1 

By Red Capital 

By White Capital 

25,000 



1 

12,000 



1 

By Blue Capital 

10.000 


1,50,000 1 



1,50,000 







An Alternative Method. The surplus capital and the priority 
repayment can be ascertained by another method explained below. 


(1) Take the Capitals as per Balance Sheet. 

(2) Add credit balance (or deduct debit balance) of P & L a/c. 
Reserves, etc. The resulting amount is the net capital of each 
partner. 

(3) Divide each partner’s net capital by his profit-sharing 

ratio. 


T1 e lesultant figures are the notional capitals as per profit- 
sharing ratio. The partner having maximum notional capital has 
maximum surplus capital and is to be repaid first his surplus. The 
second maximum notional capital ranks second in repayment but 
proportionately with the 1st surplus-capital partner. Then comes the 
third who will be paid along with 1st and 2nd surplus capital 
partners in their profit-sharing ratio. This method is followed until 
^t^he capitals of all partners are in proportion to the least notional 
capital partner. Then all would be paid in their profit-sharing; 
ratio. 

(4) The amount opto which each partner is to be paid on 
priority basis is calculated as under. 
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(A) No. 1 partner is to be paid alone until he reaches the 
lollowing amount : * 


D v C, 

Rs ~ 


[R = Ratio ; C=Actual Capital ; /, 2, 3, etc. indicate the serial 
numbers of surplus-capital-partners.] 

(B) Then, No. 1 and No. 2 are to be paid in their profit-shar- 
sog ratio until their capitals reach the following amounts : 

No. 1 — Rs. 

No. 2 —Rs. *'* C » . 

(C) Then. No. 1, No. 2 and No. 3 are to be paid in their A 
profit-sharing ratio until their capitals reach the following amounts: T 

No. 1 —Rs. *>- xC * 

No. 2—Rs. 

VT n /?|XC| 

No. 3—Rs. - - p -- 

A 4 

This method is to be followed until all the partners* capitals 
are in profit-sharing ratio, on the basis of the last-numbered j 
partner’s capital. After that, all partners will be paid in their profit- ^ 
sharing ratio. 


ILLUSTRATIVE PROBLEM NO. 16 

A , B and C were partners sharing profits and losses in the ratio 
of 2 : 2 : 1 respectively and their Balance Sheet on 31st March, 1977 
was as follows : 



Rs. 


Rs. 

A*s Capital 

50,000 

Premises 

60,000 

»*• „ 

15,000 

Furniture 

20,000 

C*s 

45,000 

Stock 

20,000 

R cserves 

10,000 

Debtors 

40,000 

Creditors 

30,000 

Bank 

10,000 


1,50,000 


1,50,000 


On the above date the firm was dissolved. The payments were 
'-made as and when the assets realised as follows : 
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Month 

Premises 

Furniture 

Stock 

April 

10,000 

10,000 

5,000 

3,500 

May 

June 

63,000 

6,500 

(Rs. 3,000 of 
which, taken 
by ‘ B') 

15,500 


Prepare statement showing distribution 


Debtors 

15,600 

18,000 

7,000 


of cash. 


Expenses 

600 

500 

1,500 


Solution and Notes : 

(I) Calculation of Surplus Capital 


Partners Profit-sharing Ratio 
Copital as per Balance Sheet 
Add Reserves (2:2:1) 

Actual Capital 
Divided by their Ratio 

Notional Capital 
Surplus Capital Nos. 


A 

B 

C 

2 : 

2 : 

1 

50,000 

15,000 

45,000 

4,000 

4,000 

2,000 

54,000 

19,000 

47,000 

-t-2 

-r-2 

-7-1 

27,000 

9,500 

47,000 

2 

3 

1 


No. I, Mr. C, is to be paid until his capital is 

Rs KiXC^ 2x54,000 =27 000 
Ks ' R t 2 

(i.e. Rs. 47,000-Rs. 27,000 = Rs. 20,000 to be paid to 'C') 

Then, No. 1 and No. 2, i.e. *C’ and ‘A’ are to be paid in the 
ratio of 1 : 2 until they reach : 


‘C’-Rs. 


R, xC, 

R, 


1 x 19,000 cRs 9(500 


M ,_ Rs . 2X19 000 =Rs j 9> o00 

Rs 2 

r le R S 54,000—Rs. 19,000=Rs. 35,000 to be paid to *A' and 
at the tame time, Rs. 17,500 to be paid to 'C' {yiz.A “ d ^ m l J^ r 
ratio of 2 : 1). That makes the capitals of A,B and C, Rs 19,0 , 
Rs. 19,000 and Rs. 9,500 respectively, which are in their prom 

sharing ratio of 2 : 2 : 1] 
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(2) Statement Showing Piece-meal Distribution of Cash 


Month 

Particulars 

Cash 

A 

B 

C 

March 

Balances as per B/S 

Add Reserves (2:2:1) 

Rs. 

10,000 

Rs. 

50,000 

4,000 

Rs. 

15,01)0 

4,000 


April 

Adjusted Ba'ance 

Gross Realisation 

30,600 

54,000 

19,000 

47,000 


Less Expenses 600 

„ Paid to Creditors 30,000 

40.600 

30.600 





Paid to *C\ his surplus, in part 

10,000 

10,000 



10,000 

May 

Balance 

Gross Realisation 

Less Expenses 

31,500 

500 


19,000 

37,000 


(/) Paid to ‘C* balance of his 
surplus 

31,000 

10,000 

i 


10,000 


(//) Paid to ‘A’ and 4 C\ their 
surplus in the ratio of 2 : 1. 

21,000 

21,000 

14,000 

^ mmm 

20,000 

7.000 

June 

Balance 

Gross Realisation 

Less Expenses 



19,000 

20,000 


(i) Paid to *A* and ‘C’ their 
surplus, in 2 : 1 

87.500 

31.500 


MM 

10,500 


Balance in P & L Ratio 

Add Value of Furniture taken 
by ‘B\ Total—Rs. 59,000 
(/0 Paid in 2 : 2 : 1 

56,000 

56,000 

19,000 

23.6C0 

19,000 

26.000 

+3,000 

(Furni¬ 

ture) 

9,500 

11,800 

Excess Payment being Realisatic 
shared the ratio 2:2:1 

>n Profit 

4.600 

(2) 

4,600 

(2) 

2,300 

(1) 


AS* 
















partnership-^ (dissolution) 


+5 


Test of Answer 


Realisation Account 


To Sundry Assets 

Bank-Creditors 

Expenses 
Capital a/cs-Proot 
A-4.600 
B—4.600 
C—2.300 


•t 


#» 


Rs. 

1,40,000 

30.000 

2.600 

11 s no 

By Creditors 

Bank-Assets Realised 
•*’. B a/c -Furniture 

Rs. 

30,000 

1.51.000 

3.000 



1 84 100 

1.84.100 


l ,o**» 


(B) Maximum Possible Loss Method 

Under this method also the creditors are to be paid first and 
then loans from partners. The surplus amount then realised is to be 
distributed among the partners. 

At every stage of realisation, it is presumed that the amount 

realised is all that can be had and the remaining entire assets are 

. Ia.cc Therefore, the balance of Capital is also deemed to be 
Cand writTen offTn tht profit-sharing rStio. The cash available 
at each stage is then given m their claim ratio. 

However, when the next realisation comes up, partners Capital 
accounts are opened with the last balance due , t.e., balance alter 
receiving part payment in the previous realisation. 

In this course, some partners’ Capital account may show a debit 
balance. This will be presumed to be insolvency and the deficit debit¬ 
ed to solvent partners in their capital ratio. 

In brief, while paying to partners, it is assumed that 

(a) at every stage the remaining assets become worthless ; 

(b) if one or more partners' Capital Accounts are In debit at any 
stage , hc/they becomes become insolvent ; and 

(c) in case of insolvency , the decision of Garner vs. Murray is 
apj)litd. 



ILLUSTRATIVE PROBLEM NO. 1 6 
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Note : Total Amount Paid - 2nd Instalment 


PARTNERSHIP—IV (DISSOLUTION) 
EXERCISE 10 

What is dissolution of partnership ? What are the various 
reasons for a dissolution of the Firm ? 

How arc accounts settled between partners after the dis¬ 
solution of partnership ? 

What arc the various methods of recording dissolution pro-, 
cedure ? 

What is Capital deficiency of a partner ? How is it treated 
when such partner becomes insolvent. 

What do you understand by “Piecemeal Distribution’* ? 
Explain the different methods of making such distribution. 
Arvind and Makarand are partners who share profits and 
losses equally. They decided to dissolve their firm with 
effect from 1-1-1972 when their position was as follows : 


Capital Accounts : 

Arvind 5,000 

Makarand 2,500 

Reserves 

Creditors 


Debtors 
Stock 
7,500 Bank 

5,000 
5,000 


7,000 

6,000 

4,500 


1 7,500 


17,500 


Debtors realised Rs.-b.80j and Stock Rs. 5,'00. Creditors 
were paid Rs. 200 less. There were realisation expenses amount¬ 
ing to Rs. 100. 

Write necessary accounts to close the books of the Firm under : 
(a) Total Method, (6) Balance Method, and (c) Total Assets \ 
and Balance of Liabilities Method. 

[Ans. Realisation Loss Rs. 400 ; Arvind gets Rs. 7,300 and 

Makar and Rs, 4,800\ 

7. Brahma, Vishnu and Mahesh were partners sharing in 
3:3:4. The position of their business was as under : 


Capital Accounts : 

Brahma 12,000 

Vishnu 8,000 

Mahesh 10,000 30,000 

Loan From Mrs. Laxmi 10,000 
Loan From Mahesh 5,000 

Reserve Fund 5,000 

Creditors 10,000 


Sundry Assets (except 

Goodwill) 50,000 

Bank 10,000 


Rc. 60,000 


Rs. 60,000 


Partnership— -iv (dissolution) 
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They decided to dissolve and the assets realised were Rs. 60,000 
-inclusive of Goodwill Rs. 15,000. 

Vishnu agreed to discharge the loan of Mrs. L»mi and 
Mahesh of his loan to the ftrm. Greditors were P* l £f 
The firm had to pay an additional liability of Rs. 
which was not P rovided P for earlier. The expenses of d.ssolut.on 
tome to Rs. 1,000. 

Pass journal entries and give necessary accounts to-ecord the 

-above dissolution. n 

tAns. Reals,olio* profit ^ ^ ^ Rg 

„ . Rnnam and Neelam were partners having capitals 

8 ‘ nf*R? 25 OOO ?Rs. 20.000 and Rs. 15,000 respectively on 31st 
Dec., 1971 on which date the firm was dissolved. 

After having paid ofT all liabilities at a discount of 5% for 
Rs 4 750 except the realisation expenses amounting to Rs. 600, 
S balance of cash was found to be Rs. 35,600. 

Prepare Realisation Account, Partners’ Capital Accounts and 
Cash Account. The Partners shared Profits and Losses in the 

ratio of 2 : 2 s 1 • 

[Hints : 

(1) Ascertain total creditors first. (2) Prepare opening Balance 
Sheet. (3) Find out assets realised.] 

I ar,s Total Creditors Rs. 5,000 ; Total Assets Rs. 65 000 ; 

Realised. Rs. 40.350 (i.e , Xs. 35,600 4 4,750 and Real «- 
otion Lost Rs. 25,000 ; Anupam receive, f-”> 000 R “P am 
receives Rs. 10,000 and Neelam receives Rs. 10,000] 

5. The following was the Balance Sheet of Ravi and Shani as on 
31 st December, 1970 :_ 


Sundry Creditors 
Mrs. Ravi’s Loan 
-Shani’s Loan 
Reserve Fund 
Ravi's Capital 
■Shani's Capital 


28,000 

20,000 

5,000 

15,000 

10,000 

8,000 


Cash at Bank 
Stock-in-trade 
Sundry Debtors 
Less Reserve 


20,000 

1,000 


Fixtures & Fittings 
Machinery & Plant 
Investments 

Profit & Loss Account 


Rs. 86,000 


1.500 
16,000 

19,000 

4,000 

28,000 

10,000 

7.500 


Rs. 86,000 


The firm was dissolved on 31st December, 1970 and the follow¬ 
ing was the result : 

{a) Ravi took over investment at an agreed value of Rs. 8,000 
and agreed to pay off the loan of Mrs. Ravi. 
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(6) The assets realised were the following : 

Stock ... 15,000 

Debtors ... 18,500 

Fixtures and Fittings ... 4,500 

Machinery and Plant ... 25,000 

The expenses of the realisation being Rs. 1,100. 

(c) The sundry creditors were paid off less 2i per cent discount*. 
Ravi and Shani shared profits and losses in the ratio of 3 : 2. 

Journalise the entries to be made on the dissolution and show 
Realisation Account, Bank Account and Partners’ Capital 
Account. 

[Ans. Loss on Realisation Rs. 6,400 ; Ravi receives Rs. 22,660 

and Shani Rs. 8,440\, 


10. Chindak, Mandak and Dandekar are three Chartered 
Accountants practising in partnership in Bombay. They share 
profits and losses in the proportion of 1/2, 1/3 and 1/6 respec¬ 
tively. The partnership is dissolved on 30th June, 1967 as. 
Chindak retires from practice. Their Balance Sheet is as. 
follows : 


Partners’ Capitals : 

1 

Goodwill 

. 20,500 

Chindak 25,000 

Mankad 20,000 


Furniture 

5,600 


Debtors 

20,300* 

Dandekar 15,000 

60,000 

Joint Life Policy 

6,000 

— 


Books 

2,600 

Life Policy Fund 

6,000 

Cash at Bank 

13.500 

Fees received in 


Motor Car 

10,000 

advance 

4,000 


Liabilities 

2,500 



Profit and Loss Account 

6,000 



Rs. 78,500 


Rs. 78,500 
= = =» 


Each partner is to be credited with a year’s interest at 6% on 
his capital. Mankad takes over furniture and liabilities. 
Dandekar takes over Debtors and Books. Chindak takes over 
car. The amount of fees received in advance is returned to. 
the clients after adjustment of the sum of Rs. 1,000 for work 
partly done. The life policy is surrendered for Rs. 4,500. 

Show the Realisation Account, Cash Account and the Final 
Accounts of the partners. 

[Hints : 1. Assets and liabilities are taken over at Book 
figures]. 

[Ans. Realisation Loss Rs. 18,600 ; Chindak brings Rs. 2,700 
and Mankad receives Rs. 13,900. Dandekar receives Rs. 3,800]. 
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II. A, B and C sharing profits December^971 


Capital Account* : 

A 20,000 

B ' 20,000 

c • 10,000 

Mrs* A's Loan 
Bank Loan 

Leasehold Redemption 

Fund 

Life Policy Fund 
Sundry Creditors 


50,000 

5,000 

6,500 

16,000 

12,000 

6,200 


Rs. 95,700 


Goodwill 

Leasehold Buildings 
Machinery 

Stock-in-trade 
Investment 
Joint Life Policy 

Debtors 5,800 

Less R.D.D. ___500 

Cash at Bank 


20,000 

22,500 

20,520 

7,550 

6,330 

12,000 

5,300 

1,500 


Rs. 93,700 


so ^ for Rs - 86 ’ 700 ' The 
W,f i°“f rLusati”n amounted to Rs. 800. 

Show the necessary ledger accounts including the final accounts 
of the partners. 

'tsJKSZfSo %. HSS, ' **■ w °° ■ 

onwhich date their Balance Sheet was as under ._ 


Capital Accounts : 

*X 40,000 

y 20,000 

Mrs. X’s Loan 
Creditors 
Life Policy Fund 
Investment Fluctuation 
Fund 


60,000 

10,000 

18,500 

14,000 


6,000 
Rs. 1,03,500 


Machinery 

Stock-in-Yradc 

Investments 
Joint Life Policy 
Debtors 9,300 

Less R.D.D. 600 

Current A/c of Z 
Cash at Bank 


40,500 

7,550 

20,830 

14,000 

8,700 

11,500 

5,420 


Rs. 1,03.500 


The Life Policy is surrendered for Rs. 12,000. The invest- 
ments arc taken over by X for Rs. 17,500. X agrees to dis- 
charge his wife’s loan. Y takes over all the stock at Rs. 7,000 
and debtors amounting to Rs. 5,0u0 at Rs. 4,000. Machinery 
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" ccessary led ?, cr accounts including the final accounts 
of the partners on completion of the dissolution of the firm. 

[Hints : 

0) r "" d ' ,re *“ d - “■«- 
(2) Investments outside the B/S realised R* ? nnn . i 

Rri^OOr 10 "- ThCref ° rC SntsK 

i,9 solvent.] ’ * Z ^ 5 £46 assuming that 

”• ste g-K^Sl ?i 0, f“r ? iV ' yOU ,h ' Balance 


Ajanta s Loan 

Reserve Fund 
Capital Accounts R s 
Ajanta 26,000 

Binaca 8,000 

Sundry Creditors 
Loan on hypothecation 
of Slock 

Joint Life Policy Reserve 


15,000 

9,000 

3 *,000 

I 7,800 

6,200 

12,400 


Plant and Machinery 
Fixtures and Fittings * 
Stock 

Debtors 18,400 

L<s .9 Provi. 400 


? 0,000 
2,000 
.0,400 

18,000 


Rs. 94,4' 0 


Joint Life Policy 15 Q00 

Patents and Trade Marks 10,000 
Cash at Bank 8,000 

Capital Account - Colgate 1,000 

Rs. 94,400 


S : it::l f s * 

following information : 1971 and you are given the 


(a) 


<« 


(fi) 


the'^ccuritt 11 of^h" % l<>an fr r om Insurcrs °f Rs. 5,000 on 
-J-W.iVfiif paid'a'sum^of Eft555 
intcre^f < thereon. RS ' 5 ’ 0 °° f ° r C °'S atc ’ s Loan ^nd R s . 300 

One of the creditors took some of the patents whose book- 
va ue was Rs. 6,000 at a valuation of Rs. 4,500. The' 
balance to that creditor was paid in cash. 

The firm had previously purchased some shares in a joint 
stock company and had written them off on finding them 
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useless. The shares were now found to be worth Rs. 4,000 
and the lone creditor agreed to accept the shares at 
value. 


( d) The remaining assets realised the following values : 

Plant and Machinery 17.000 ; Fixture* mid /Mings 1,000 ; Stock 
9,000 ; Debtors 16,500 ; Patents 50% of their Book-values. 

(e) The liabilities were paid and a total discount of Rs. 500 
was allowed by the creditors. Goods purchased lor 
Rs 1,000 was included in Stock but was not recorded in 
the books. 

(/) Binaca looked after the realisation process and he was 
entitled to 2% commission on all assets realised except 
Joint Life Policy. The expenses of realisation amounted 
to Rs. 1,390. 

Prepare the Realisation Account, Bank Account and 
Partners* Capital Accounts under Fixed as well as Fluctu¬ 
ating Methods. 


[Hints : 

(1) Ajanta’s loan is paid separately. 

(2) Total Surrender Value of the Policy is Rs. 15,500 of 
which the firm received in cash Rs. 10,200 and Colgate 
received (by way of loan and interest) Rs. 5,300. This 

.amount is debited to Colgate Capital Account. 


(3) Out of patents of Rs. 10,000, Rs. 6,000 worth are taken 
• over by ’ creditor at a valuation of Rs. 4,500. The 

Balance of Patents Rs. 4,000, realised only 50%, i.c. 9 
Rs. 2,000. 

(4) Total creditors paid = (Balance Rs. 17,800-f-for pur¬ 
chases Rs. 1,000)= 18.800 less paid 5,000 (discount 
Rs. 500+Patents Rs. 4,500)= 13,800] 


[Ans. Realisation Loss Rs. 6,300 ; Colgate brings Rs. 5,400 
and Ajanta receives Rs. 27,200 and Binaca receives Rs. 9,510.] 

Problems on Insolvency of Partners 


14. Rajendra, Bhupendra and Veerendra were partners who 
shared in 3 : 1:1. The following was the position of their 
business after dissolution but before settlement of accounts : 


Capital Acconnts : 

Rajendra 20,000 

• Bhupendra 5,000 25,000 

Rs. 25,000 


Bank 

Veorendrd's Capital 
Realisation Loss 


5,000 

5,000 

15,000 


Rs. 25,000 
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Veerendra was declared insolvent and could not contribute 
anything. Write the necessary accounts to complete the 
dissolution. 

[Ans. Capital Deficiency of V vrendra Re. 8,000 is borne by 
Rajendra Re. 6,400 and by Bhupendra Re. 1,600 ] 


15. Arjun, Mallikmrjun and Nagarjon, partners in a business, 
decided to dissolve their firm. After realising the assets and 
paying off the liabilities, the position of the firm was as under : 


Capital Accounts : 

Arjun 25,000 

Mallikarjun 15,000 40,000 

Nagarjun Capital 
Overdraum 
Realisation Loss 

RanU 

1,000 

33,000 

21,000 

Reserves 

15,000 

1A 


Rs. 55,000 


Rs. 55,000 


Assuming that Nagarjun is insolvent and could not contribute 
anything towards his deficiency, show the final adjustments 
between the partners. 


[Ans. Nagarjun's Total Deficiency Re. 7,000 borne by other 
eolvent partners in 3 : 2\ 

16. A, B, C and D were in partnership sharing profits and losses 
equally. Their Balance Sheet showed the following position on 
dissolution : 


Balance Sheet 


Creditors 

10,000 

Cash at Bank 

34,000 

Capital Accounts : 


C 's Capital Account 

10,000 

A : 15,000 

B : 10,000 

25,000 

Z>’s Capital Account 

3,000 

Realisation Account 




(Profit) 

12,000 



Rs. 

47,000 


RA. 47,000 


Show the final adjustment among the partners assuming that 
C is insolvent. 

17 X Y and Z are partners sharing profits in the ratio of 3 : 2 : 1 
respectively. On 31st December, 1974, the following was the 
Balance Sheet of the firm on which date it was decided to dis¬ 
solve the partnership. 
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Creditors 

Capital Account X 
,, » * 

Rs. 

2,500 

12,000 

6,000 

Cash at Bank 

Sundry Assets 

Z's Capital Account 

Rs. 

2,000 

15,000 

3,500 


20,500 

. n I ft AAA r._ 

20,500 

<(c__ -i_ 


X took over tne uusmc* b - ■ . . Oo 

Asset*”. The Goodwill of the firm was valued at Rs. 6,000. 
Show the final adjustment amongst the partners, where (1) Z 
is solvent and satisfies his indebtedness and (2) Z is insolvent 
and is unable to bring in anything against his deficiency. 
rHInts : (l) Sundry Assets are realised in cash. (2) G.W. is to 
be debited to X'sCapital Account as he has taken over the 
business.] 

18 X Y and Z are partners in a firm sharing profits and losses in 
in the ratio of 2 : l : 2. They appoint Z to realise the assets 
and distribute the proceed.-. Z is to receive 5/£ on ail the 
realisations other than amount received from partners and is to 
bear all expenses of realisation. The Balance Sheet of the firm 
as ou the date of dissolution was as follows : 


Sundry Creditors for 
Goods supplied 
Outstanding Expenses 

Capital Accounts : 

X 

Y 

Z 

30,000 

1,200 

Goodwill 

Debtors 

Less R.D.D. 

31,500 

1,500 

3,0. a 

30,000 

20,000 

1,000 

16,000 

Stock 


35,200 


Rs. 68,200 


Rs, 68,200 


Z reports the result of realisation as follows : 

Debtors Rs. 21,500 ; Stock Rs. 27,000 and Goodwill Rs. 2,000. 

Creditors for goods supplied were paid subject to a discount of 
2% besides Outstanding Expenses of Rs. 1,200. Outstanding 
Creditors not provided for amounting to Rs. 1,825 were also 
paid. 

Y becomes insolvent and his estate yields only Rs. 500. Give 
entries and the realisation, cash and capital accounts. 

[Hints : 


Z’s commission should be credited to his Capital Account and 
debited to Realisation Account.] 

[Ans. Realisation Loss Rs. 21,450 ; Y's Deficiency Rs. 2,790 
brone hy X and Z in 5 : 4.] 


PPA- II/31 


19. Chlntamanl and Dinkar were in partnership sharing profits 
and losses in the proportion of 6:4. Their position on 30th 
June, 1971 was as follows : 


■reditors secured on 
Freehold Premises 
-Unsecured Creditors 
lank Overdraft unsecured 
'hxntamani'e Capital 


Rs. 14,660 


Freehold Premises 
2,5°0 Plant and Machinery 
8,370 Stock 
690 Sundry Debtors 
3,100 Cash in hand 

Dinkar'e overdraft 


3,500 

1,200 

2,900 

5,320 

40 

1,700 

Rs. 14,660 


The assets realised were as follows : 

Freehold premises 
Plant and Machinery 
Stock 

. Sundry Debtors 


3,850 

900 

1,950 

3,430 


The unsecured creditors agreed to accept 60 p. in the ruppee 
ana the expenses of realisation amounted to Rs. 548. 

Show the final position assuming neither Chintamani nor 
Umkar have any other property. 

[Ans. Realisation Profit Rs. 10 ; Deficiency of Dinkar Rs. 1,696 ; 

Chintamani gets Be. 1,410] 
20. A, B and C were in partnership as Hardware Merchants sharing 
profits and losses in the proportion of one-half, one-third and 
one-sixth respectively. The Firm’s Balance Sheet as on 30th 
September, 1972 was as under : 


Creditors 

•oan on mortgage 
'e Capital 
'a Capital 


31,500 

4,500 

60,000 

40,000 

1,36,000 


Cash at Bank 

Debtors 

Stock 

Fixed Assets 

C'e Drawing Account 


14,000 

32,600 

32,400 

45,000 

12,000 

Pns. 1,36,000 


It was resolved to dissolve the partnership as on this date. The 
fixed assets and stock realised Rs. 75,000, bad debts and dis¬ 
counts allowed amounted to Rs. 1,600. The mortgage was duly 
paid off. The Creditors were paid less discount at 5 percent. 
There was a claim for damages pending against the firm which 
was settled at Rs. 5,f>00. The expenses of realisation amounted 
to Rs. 375. After realisation of the assets, C was adjudicated 
as insolvent. A dividend at the rate of 25 paise in a rupee 
was received in respect of thp firm’s claim against his estate. 
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You arc required to give the necessary ledger accounts so as to 
show the final distribution amongst the partners. 

Problems on Piecemeal Distribution 

21. Following was the Balance Sheet of Eagle, Franco and 
Gustav as on 31st December, *1971 : 


Capital Accounts 

: Sundry Assets 

1,05,000 

Eagle 

33.000 


Franco 

54,000 


Gustav 

18,000 



Rs. 1,05,000 

Rs. 1,05,000 


The profits and losses were shared in proportions of one-half 
one-third, and one sixth respectively. 

The assets were being realised gradually and distributions were 
made of the following sums to the partners : 

31st March, 1972 ... 30,000 

30th June, 1972 ... 21,000 • 

30th September, 1972 ... 18,000 

Set out the partners’ accounts showing the distributions. 

22. A, B and C were in partnership sharing profits and losses 1/2,, 
1/3 and 1/6 respectively. On 31st December, 1972 they 
agreed to wind up their business and to realise the assets as 
and when opportunity offered and to distribute the proceeds of 
realisation (after payment of creditors of the firm) in such a way 
as would bring the Partners’ Capital Accounts into line with 
their risk of loss. 

The Capital Accounts on 31st December, 1972 were as follows • 
A : 18,000 ; B : Rs. 13,000 ;C : Rs. 15,000. 

The creditors were duly paid and the following amounts, 
become available for distribution as a result of realisation : 

Rs. 3,460 on 15th January, 1973, 

Rs. 3,000 on 21st January, 1973 and 

Rs. 6,480 on 10th February, 1973. 

Prepare Statement showing the distribution. 

23. Following is the Balance Sheet of M/s. A, B and C who share 
Profits and Losses in the ratio of 2 : 2 : 1. 
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SS 


Sundry Creditors 

15,000 

Cash in Hand 

2,000 

Capitals 

A 

15,000 

Sundry Debtors 
Stock 

22,000 

22,000 

B 

C 

12,000 

4,000 

31,000 



- 

Rs. 

46,000 


Rs. 46,000 


The firm was dissolved and the assets were realised gradually ; 
Rs. ICMTO were received once, Rs. 15,000 another time and 
Rs 9,000, finally. Show how each is to be distributed under 
Maximum Loss Method. 

[Ana. Realisation Lose : A : 4,000 ; B : 4,000 ; C : 2,000 ] 



'Problems on Sale to a Company and Conversion of Firm into ^ 
Company 1 


24. The Balance Sheet of and B sharing 3 : 2 stood as follows 
when they determined to sell off their business to a newly sta t- 
ed Joint Stock Company : 


A Capital 

B Capital 

40.000 

40,000 

50,000 

Machinery 

Debtors 

Stock 

20,000 

10.000 

30,000 

Reserves 

Creditors 


5,000 

10,000 

Cash 

5,000 

• 

Rs. 

65,000 


Rs. 65,000 


The Company takes over all the assets, except cash for 
Rs. 55,000, Rs. 40,000 payable in shares of the Company and 
Rs. 15,000 in cash. The expenses of realisation amounted to 
Rs. 500. The Creditors were paid off at a discount of 5 Z 9 . 


Show necessary ledger accounts to record the above. 


[Hints 


Only Assets (except cash) are taken over, that means 
liabilities are to be paid by the firm as they are not taken 

over by the Company. 

Shares received from the Company are to be transferred to 
the partners in their “Capital proportion ] 

TAn«. Loss on Realisation Hi. 5,000, A rzctivtsIU. 32,000 in 
'shares and Rs . 8,000 in cash and B receives Rs. 8,000 in shares 
and Rs. 2,000 in cash] 


0 ) 


( 2 ) 
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Ac T L, firrn n rr Y and Z decide to convert their business into a 
25 ‘ U^comSny Their Balance Sheet is.as follows: 



20,000 

20,000 

10,000 


Creditors 

Reserves 

Loan on Mortgage 


50,000 

51,000 

7,000 

20,000 


Rs. 1,31,060 


Property 
Plant 
Fixtures 
Stock 

Debtors 45,000 

ieasR.D.D. 2,500 


Bank Balance 


25-.000 

22,000 

2,500 

25,000 

42,500 

14,000 


Rs. 1,31,000 


«r00S 5% £*& 

Debe.,iurcs and Rs. 50,000 in Ordinary shares. Expenses 
amounting to Rs. 1,000 were payable by the firm. Assuming 
that the transactions have been carried out and Mortgage loan 
paid off, close the books of the Firm, the Shares and Debentures 
being divided in Capitals as stood before conversion. 


[Hints : 

m All the Assets and Liabilities are taken over by the Com- 
• pany except Loan on Mortgage. Hence, Loan on Mortgage 
is to be repaid by the Firm. 

(2) Cash is taken over by the Company. 

(3) Shares and Debentures are to be divided in the Ratio of 
the Capitals as stood before- Conversion, since it is speci¬ 
fically mentioned.] 

(Ana. (a) Realisation Profit Rs. 14,000. 

(6) Distribution of Shares is to 

X : Rs. 20,000 ; 7 : Rs. 20,000 ; Z ; Ks. 10,000 . 

(c) Distribution of Deb mtures to 

X :Rs. 10,000 ; Y : Rs. 10,000 ; Z : Rs. 5,000. 

( d) Payment of Cash to X : Rs. 2,000. 

(e) Receipt of Cash from 

Y : Rs. 4,000 and Rs. Z : Rs. 2,000.] 
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Company Accounts -—! 

[ISSUE AND FORFEITURE OF SHARES] 


Meaning . 

A company means a group of persons associated together for 
some common purpose. Such purpose may be cither business pur- 
““ or any odieTpurpose. Increased needs oi modern industry 
Commerce could not be met by sole proprietorship or partner- 

St Partnerships have certain inherent limitations which restrict 

them" from taking up large scale business activities. Joint Stock 
Company form of business organisation came into existence to do 
• umiv with the drawbacks of partneships and also to undertake the 
farce-scale operations. It is said that ‘the company organi¬ 
sation grew out of the failings and limitations of the earlier 
forms of organisation like the individual proprietor ship or 
partnership on the one hand, and the highly increased needs 
of large-scale industry in the era following the Industrial 
Revolution, on the other.”* 

FORMATION OF A COMPANY 

Under the Indian Companies Act, 1956 when a Joint Stock. 
Company is to be registered, it has to undergo the following three 

stages : 

(A) Incorporation ; 

(B) Raising of Capital; and 

(C) Commencement of Business. 

(A) Incorporation 

Incorporation of a Company means the bringing into existence* 
in the legal sense , the association of persons. For the purpose of 
incorporation, following documents are to be filed with the Registrar 
of Joint Stock Companies. 

(1) Tbe Memorandum of Association. This is a Company's 
Charier. It sets ' forth the conditions on which the Company exists 
and defines its objects. It governs the relation of the Company with 
the outside world. All acts beyond the provisions of the Memoran¬ 
dum are ultra vires the Company, i.e., be/ond its powers, and are 
consequently null and void. 

(2) The Articles of Association. These comprise the rules 
and bye-laws which regulate the internal management of a Comnany 


Y.K. Bhu&han Fundamentals of rusiness Organisation. 
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-and the rights and liabilities of its members. All Companies should 
have their Articles and should file the same with the Registrar. 
Howevei, a Public Company need not necessarily have one, in which 
case it will be presumed to have adopted the Model A/A provided 
by the Act and given in Table A, appended to the Companies Act. 

3. Notice of sit nation of the Registered Office of the Com¬ 
pany. 


4. A list of persons who have consented to act as directors. 

5. Directors* written consent to act as directors. 

6. Undertaking by directors regarding qualification shares, 
minimum number of shares to be purchased by a member to 

qualify himself for directorship. 

^• The agreement, if any, with outsiders for purchase of 
any property for the Company to be Registered. 

. 8 V ? u * oto| y d «lantlos of compliance with the require¬ 
ments of the Companies Act. n 

The above documents should be accompanied by The necessary 
Registration Fees. On satisfying himself regarding the correctness 
ol the above documents the Registrar issues a Certificate of Incorpo¬ 
ration from which time the Company comes into existence. 

Immediately on receipt of the Certificate of Incorporation, a 
Private Company can commence its business. But a Public Com¬ 
pany has to comply with the requirements of raising the Capital 
•and obtain a Certificate to Commence Business before starting any 
•business. 

{B) Raising of Capital 

Following steps are to be taken by a Public Company for’ ths 
purpose of raising Capital : 

(1) I ssue of Prospectus, 

(2) Receipt of Applications for Shares, 

(3) Allotment of Shares, and 

(4) Issu of Shares to allottees. 

Issue of Prospectus 

Prospectus is an invitation to the public to offer for investment 
in the Capital of the C .mpany. To attract the investing public, the 
prospectus describes the profitability and soundness of the business 
<ind explains the security and profitability of investment in the 


COMPANY ACCOUNTS 1 

Based on the prospect issued, applka^on'mt 

cations for which should not be 

of each share. 


AUO TricS^on IM* *•£ £tJ%SA aU 

receipt of applications for h The Bo a,d of Directors have then to 
applications to the Company Jhe Basra must ^ ted that 

v°iid subject to fulfilment of certam 
provisions regarding allotment. 


Issue of Shares , , tKr 

of*™ » ?£. ”* e tp,S« b ; 

prospective shareholder to P . . sending Letter of Allotment. 

communicated to thej apphe : *Y ^ J |oUCC has lo pay a part 
Invariably upon aUo ment of AUo'.mint Money. 

srsSS sharc Ccrtificaies 

under its Common Seal. 


(C) Commencement of Business 

A t 


’ommencemeui —- 

°n implying with 
:£rS ^ntceip, of .became a Public Comnany 
starts its business activities. 


CAPITAL OF A COMPANY 

Tho-eepkal^ompany, i.e., the share Capital is divided into, 
the following categories : 

(a t Authorised Capital is the amount mentioned in the 
Memorandum which is also the maximum amount that a Company 
can issue. It is also called Nominal or Registered Capital. 
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(b) Issued Capital is that part of the Authorised Capital J. 
which is issued to the public for subscription. The remaining pair* 
of the authorised capital is known as the Un-issued Capital which ^ 
can be issued later on or whenever there is need for additional I 
capital. 


(c) Subscribed Capital i, that part of the issued capital 
which is subscribed (applied for) by the public. If the whole issued 
capital is not subscribed, the balance of the issued capital is called 
Unsubscribed Capital . 


(d) Called-up Capital is that amount of the subscribed 
capital which the directors have called upon the shareholders to pay. 
A part of the balance on the subscribed capital can be kept as 
Reserve Capital which can be called up only on winding up of the 

Company. The balance then remaining is referred to as un-called 
Capital . 
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(e) Paid-up Capital represents the amount received against 
the calls made on the shares. Any unpaid balance on the called-uo. 
capital is known as Unpaid Capital or CalU in Arrears. 

( /) Calls in Advance is that amount of the issued capital 

which is received from the shareholders, though the calls have not 
yet been made. 


TYPES OF SHARES 

There arc three main types of shares,, viz., (a) Preference 
Shares, (6) Equity or Ordinary Shares, (c) Deferred Shares of 
Founders' Shares. A private company can issue any or all these 
shares, but a public company can issue only the first two types. 

Preference Shares 

They have perfercnce over equity shares in (o) receipt of 
dividend, which is fixed, and (b) repayment of capital on winding up 
of the business. Preference share can be : 

(a) Cumulative Preference Stores are those on which the unpaid 
dividend accumulates and will be paid subsequently before payment 
to any other members. Non cumulative preference stores are those 
where such a facility is not available. 
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(ft) Participating 

S^diS ^Z^m**** '*«res arc those which get 
only the fixed rate of dividend and nothing more. 

r.r'“= y »s * *. 


Equity Shares 


voting power. 

Calls on Shares. Usually the entire nominal value of the 
shares is payable on i->stalment basis as under : 


(») With application —application money ; 

(ii) On allotment —allotment money ; and 

(it*) On calls -the call money asked to be paid by the share- 
holders at lomc intervals. 

ACCOUNTING PROCEDURE 


From the accounting point of view, Company Accounts present 
something new only in case of capital-.'.*., raising, reducing, cancel- 
Hug etc. Entries in connection with the trading or other transactions 
remain the same as in case of a sole trader or a partnership. 

In connection with the raising or capital, the accounting work 
starts only from the time the applications for shares are received by 
the Bank on behalf of the company. The accounting work then 
) continues allotment of shares, receipt of allotment money ; calls cn 
shares and receipt of call moneys ; and adjustment for excess amount 
received, etc. The following table explains clearly the entries to be 
passed in raising the capital. 
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Proforma Entries in Connection with Issue of Shares 


Transaction 

S' 

Journal Entries A 

1. When Application Money is ] 
received 

iank Account - Dr. 

To Share Application Account 

2. When shares are allotted 

(a) S'lare Application Account is 
to be transferred to share 
capital 

Share Appli. Account Dr. 

To Share Capital Account 
(Shares Allotted x Appli. money) 

( b ) Allotment money becoming due 
or outstanding on allotment of 
shares by Board of Directors 

Share Allotment Account Dr. 

To Share Capital Account 1 

(Shares Allotted x Allot, money) 

(c) Refund of Application money 
when applications are rejected 

Share Application Account Dr. 

To Bank Account 

(d) Share Application money 
received ii» excess when ad¬ 
justed to Share Allotment 

Share Application Account Dr. ' 

To Share Allotment Account ^ 

3. When Allotment money ii received 

Bank Account Dr. 

To Share Allotment Account 

. 

4. (a) When (any) Call is made 

Share Call Account Dr. 

To Share Capital Account 

(b) When Call money is received 

Bank Account Dr. 

To Share Call Account 

(c) When Call money is received 
in Advance 

Bank Account Dr. 

To Calls In Advance Account 

(d) When Call money is yet to be 
received or is In arrears. 

Calls In Arrears Account Dr. 

To Share Call Account 

5. Interest on Calls in Arrears 
(a) When received 

Bank Account Dr. 

To Interest Account 

(b) When Outstanding 

Outstanding Interest Account Dr. 

To Interest Account 

(c) When Outstanding Interest re¬ 
ceived in cash 

Bank Account Dr. 

To Outstanding Interest Account 

6. Interest on Calls in Advance 
(a) When paid 

Interest Account Dr. 

To Bank Account 

(b) When Outstanding 

Interest Account Dr. 

To Outstanding Interest Account 

7. Snares Issued at a Premium f tha 
is at more price than the face valut 
(a) When premium is received witl 
applications 

f Bank Account / Dr. 

r To Share Appli. Account 

i To Share Premium Account 
















( ^Allotment or onCaJ 

(/) When are Cam maac w 
premium 

(«) When Cash Is received wllh 
premium money 

(/) When Calls are made with 
premium 

(II) When cash Is recelred wllh 
premium money 

(that 

u, at less than face * olue) 

(a) When discount is to be 
wrded wUh Allotmcntorf•»* 

"b? ivhTn” Cash" is rcccivcdon 
Allotment or on Calls arter 
deducting discount 


COMPANY ACCOUNtS-I 
(Without Piemium) 

Ban T k o A ShT e n klIo«, or CallA«»a D , Dr ' 
To Share Premium Account 
(When prem ium received) _ 

lhare Airornien. or Call Account Dr. 

“^■SSSSJEIas- 

To Share Premium Account_ 

83 To A Sh^Allot. or Calls Account' 

(with premium )__ 

‘ Share Allotment or Calls Account Dr. 


Altncrnatively. the entries ( 
and ( b ) above will be thus 

(a) When Allotment or Calls ? re 
made adjusting 

discount deducted from call 
money and entry p» *«*>_._ 

"(6) When cash is received less 
Discount 

If alfthe amount of shares allotted 
is received in lump sum 


Bank Account _ 

Discount on Issue of Shares 

To°Sharc Allotment or Calls 
Account _ 

Share Allotment or Calls A/c 

(discount deduced' a/c 

Discount oo issue of Shares A/c 
To Share Capital Account 


^To^h^AUotmcnt or Calls 

Account 

Bank Account • 

To Sundry Members 


Sundry Members Account Dr. 

To Share Capital Account_ 

A «». 

Change of Assets or Servlets ___ . 

type of Share, be 

<0 * ,,,-nxed wherever ^nd whenever necessary. 

n I USTRATIVE PROBLM NO. 1 

Exe Company Ltd., has a Nominal Capital of Rs. 2 .00,000 
divided into 20 P 000 ordinary shares of Rs. 10 each. The w 
the Capital is issued at par, payable as under . 

On 30-6-1970, on Application, Rs. 2 50 per share, 
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On 15-8-1970, on Allotment, Rs. 2*50 per share, 

On 20-10-1970, on First Call, Rs. 3 per share, and 
On 25-12-1970, on Second Call, Rs. 2 per share. 

All the shares were subscribed, calls made and collected on the 
due dates. 

Journalise the above transactions, show the necessary accounts 
and prepare opening Balance Sheet of the Company as on 31-12-1970. 


Solution 


JOURNAL 


1970 

June 30 Bank Account Dr. 

To Share Application Account 
(Share Application money at Rs. 2'50 received 
on 20,000 shares) 


Rs. 

50,000 


50,000 


15 Share Application Account Dr. 

To Share Capital Account 
(Transfer of Share Application money to Share 

Capital Account, as per Resolution No. 

dated.) 


50,000 


50,000 


Aug. 15 Share Allotment Account Dr. 1 

To Share Capital Account* 

(Share Allotment money due at Rs. 2 50 due on 
20,000 Shares, as per Resolution No... dated...) 


50,000 


Tt is preferable to pass a combined entry for these two as under 


50,000 



Share Application Account Dr. 

Share Allotment Account Dr. 

To Share Capital Account 
(Being the transfer of Share Application money 
(to Rs. 2 50 to Share Capital Account and Allot¬ 
ment money @ Rs. 2 50 due on 20,000 shares, 
as per Resolution No......dated.) 


Bank Account Dr * 

To Share First Call Account 
(Share First call money ® Rs. 3 received on 
20,000 shares) 
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Share Capital Account 



Rs. 

2,00.000 Aug. 15 

Oct’.’ 20 
Dec. 25 

By Sh. Application 

By Sh. Allotment 

By Sh. First Call 

By Sh. Second Call 

2,00.000 



■JyT 


Balance Sheet 
as on 31-12-1970 



2.00,000 


Share Capital 
Authorised, Issued 
Subscribed and Paid-up 
20,000 Shares of Rs. 10 
Fully paid 


Over-subscription r 

Sometimes the applications received will be for more number of 
shares than are issued to the public. However, allotment can be made 
only equal to the number of shares that 'are issued. In such a case. 
Directors will have to refuse allotment to some applicants. For this 
purpose, any of the following methods can be used : 

(1) Totally rejecting the applications for excess number 
of shares, e.g ., shares issued are lO,00J but applications arc received 
for 12,000 shares. Therefore, the excess number, 2,000, can be totally 
rejected and applicants for 10,000 shares only are allotted the shares. 

(2) Allotment to all on pro-rata basis. Here, no applicant, 
is refused any allotment, but no applicant is allotted the shares in fu Jj 
as well, Eaeh applicant receives the shares in the same proportion of 

u total shares issued to total shares applied for." 


Thus, if Shares issued are 10,000, and Shares applied for are 
15,000, then the proportion of shares issued to shares applied for is 
10/15 or 2/3. 

Hence, allotment will be made in the same proportion, that for 
every 15 shares applied, 10 shares will be allotted. 

(3) (a) Totally rejecting some applications, and (6) Allot- 
ting to the remaining applicants on pro-rata basis. 

Thus when Shares issued arc 20,000 and Shares applied for are 
27 , 000 , and if allotment made is : (o) Applications Tor 2,000 shares. 

rejected totally, and . 1 

(6) the remaining applicants allotted, pro rata, 20 000 shares : 
then (a) 27,000-2,000=25,000 shares are considered for allotting 

20,000 shares. ; 




II 
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Thus,upphcuu. “*£££ f,” Acc.p- 

,„ g .Hf-iSES52tS3 ,■=■« 'S.*— *- — i “‘- 

™ -:;;“r::,sa.«.»■»> «- = “•°°°- 

and if allotment made is tn ,,Uv 

(а) Applications for 3,000 share, rejected toUilly, 

(б) Applications for 5,000 share, allotted m full, and 

c Balance of applicants allotted the renaming shares, pro rata 
. / , nfi 000 - 3 000 = 85,000 applications are remaining or which 

thC " ( (i SooAoOO = 80,OOOappUcations considered for prp-rnta 

OfThe 55,000 shares, 5,000 are allotted for (6) category 

and, hence, 50,«i00 are to be now allotted. 

(c) 50 000 shares are allotted to application? for 80,000 shares 
... every applicant for 8 shares is allotted 5 shares. 

Excess money on Application 

& 

applicants, or (6) used for adjusting the amount due on 
the course ;s foUowed , the excess amount not refunded 

may fa) equal .to allotment money due on the sh “** 

which ^asT the concerned allottees need not pay anything on allot- 

ment, or . 

(6) less than allotment money due, when the allottee is to pay 
• only the deficit on allotment of shares, or 

(c) more than allotment money due, in which case the excess 
amount of application money in utilised, (») first !" •'* 

allotment money in full, and (ii) the b dance is credited to Calls n 
Advance Account for adjustment with call money that will be aue in 

future. 


iLLUsravrivE problem no. 2 

Zed Ltd. issued on February 1, 1972, 50,000 Equity Share, of 
Rs. 10 each payable as to Rs. 3 on application, Rs. 4 on allotment 
and the balance on May I, 1972. 

When the"sub5cription list was closed on 10th February, appli¬ 
cations for 70,003 shares had been received. Of the cash received, 
Rs. 2 *,000 was returned and the remaining applicants were allotted 
the 50,000 shares on pro-rato basis. The excess amount on appli¬ 
cation was applied to the amount due on allotment, the balance ot 

PPA—Hf32 
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which was paid on February 16. All shareholders P a '^ c ^ lls ** UC 
on May 1, 1972, with the exception of one allottee of 500 shar . 

Journalise the transactions. 

Solution and Notes : 


1972 
Feb 10 


„ 10 


„ 16 


Bank Account . ur * 1 

To Equity Share Application Account 
(Application money received @ Rs 3 on , 

70,< 00 Shares) 

Equity Share Application Account Dr. 1 

Equity Share Allotment Account ur * I 

To Equity Share Capital Account 
(Application money @1 Rs. 3 on 50.000 Shares 
transferred to Eq. Sh. Capital Account and the 
Allotment money @ Rs. 4- on 50,000 Shares I 
due as per Resolution No.dated.) I 

Equity Share Application Account Dr. I 

To Bank Account I 

To Equity Share Allo’ment Account | 

(Application money @ Rs. 3 returned on 8,000 
Shares rejected and, on 12.000 Shares transfer- 
red to Allotment Account as per Resolution | 
No.........dated.- •••) 

Bank Account Dr. 

To Equity Shares Allotment Account 
(Allotment money @ Rs. 4 on 50,000 Shares 
received less Rs. 36.000 already transferred 
from Application Account) 


Rs. 

2,10.000 


2,10,000 


1.50.000 

2 , 00.000 


3,50.000 


60,000 


24.000 

36,000 


1.64,000 


1,64*000 


May 1 Equity Sfeare First and Final Call Account Dr. 1 1,50,000 
To Equity Share Capital Account , 

(Call money @ Rs. 3 on 50,000 Shares due as • 
per Resolution No.dated.) I 


Bank Account _ . ** 

To Equity Share First and Final Call A/c 
(Call money @ Rs. 3 received on 49.500 
Shares) 


1,48,500 


l,50,0Gu 


1,48,500 


Workings 

Rs. 24,000 refunded represent the application money @ Rs. 3 
per application. Hence, 24,000-^3=8,000 shares i& Rs. 3 per share) 
-arc totally rejected. 

‘Shares applied .for ... 70,000 

Shares rejected ... 


Balance 
Shares allotted 


62,000 

50,000 


.Balance utilised on 


12,000 shares. 
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R , »■=£= 


merit Account. 


Application money received : 62.000 X 3 = 1,86.000 

apptication money on the 50>000x 3= 1,30.000 


Surplus money utilised 


— 36,000 


AopUcatioo and Allotment Account 

Some accountants prefer to have one combmed account for 
application and allotment, instead of two separate accounts as shown 

^oLTs in the above case. If this method is followed, the entries 
for the above illustration will be as follows . 


JOURNAL 


1972 . a Dr. 

Feb. 10 Bank^ j^JiJyShare Application and Allot- 

(Application ^noney on 70,000 Shares Re¬ 
ceived @ Rs. 3) _ 

10 Eouity Share Appli. and Allotment A/c Dr. 

99 to Equity Share Capital Account 

lADDlication and Allotment moneys @ Rs. 3 
and Rs. 4 respectively on 50.000 Shares allot- 
ted, credited to Share Capital Account) 

10 Equity Share Appli. and Allotment A/c. Dr. 

* # To Bank Account . r , . 

(Application money @ Rs. 3 refunded on’ 
8,000 Shares rejected) _ 

„ 16 and Allotment Account 

(Allotment money @ Rs. 4 received on 50,000 
Shares less Rs. 36,000 surplus application 
money on 12,000 Shares) 


Rs. 

2 , 10,000 


3.50,000 


24,000 


1,64,000 


2 , 10.000 


3,50,000 


24,000 


1,64,000 


There shall be no change in the entries in connection with culls on 


shares. 
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ILLUSTRATIVE PROBLEM NO. 3 

Wyc Ltd. purchased from M/s. Landlord Bros., a freehold land ^ 
at an agreed value of Rs. 78,000, of which Rs. 8,000 are to bt paid 
ih cash and he remaining in 7,003 Equity Shares of Rs. 10 each fully * 
paid-up. The Company also made a public issue as under : 

(o) 10,000 9% Preference Shares of Rs. 100 each payable as to 
25% on application, 30% on allotment, 20% on first call and the 
balance on second and final call. 

(6) 25,000 Equity Shares of Rs. 10 each payable as to Rs. 3 on 
application, Rs. 3 on allotment and Rs. 4 on first and final call. 

All the Preference Shares were subscribed and allotted, but 
public subscribed for only 20,000 Equity Shares. 

By the end of December 31, 19... all money due was received ^ 
with the exqfeption of first and second calls on lOO.Prcference Shares " 
and the call on 50 equity shares. 

Write the journal and cash book cnTries and prepare the 
Balance Sheet. The Company has an authorised Capital of 
Rs. 25,00,000 ol which Rs. 10,00,00J has been issued and paid-up as 

Rs. 10 Equity Shaic*. 

Solution and Notes : f 

Under-subscription. Sometimes the applications for shares 
will be received for less than the number of shares issued. This is 
called under subscription. In such a case, the allotment will be equal 
to the number of shares subscribed for and not to the shires issued. 

In this example, out of 25,000 Equity Shares issued, only 20,003 
shares are subscribed for and hence Wly 20,000 shares will be 
allotted. 

Calls in Arrears. When the amount callcd-up is not received 
in full the balance of called-up amount is called the unpaid calls or 
call * in arrears. Usually at the end of the accounting year, all such 
unpaid balance on Calls Account will be transferred to Calls in 
Arrears Account. The total of Calls in Arrears Account is shown in 
the Balance Sheet an a deduction from the Callcd-up Capital 

When Cash Book Entries are asked, we have to prepare 
,he Cash Book entering therein all cash transaction.. Other 
non-cash transaction, should be entered in the journal. 
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JOURNAL 

(Only N on cash Entries) 

Freehold Land Account Dr - 

To M/s. Landlord Bros. Account 
(Being the purchase of freehold land from vendors, 
viz.. M/s. Landlord Bros.) _ _ 

M/s. Landlord Bros. Account Dr - 

To Equity Share Capital Account 
(Being the issue of 7,000 shares of Rs- 10, as fully paid 
up, against the purchase of freehold land from the m) 

Preference Share Application Account Dr. 

Preference Share Allotment Account ur. 

To 90% Preference Share Capital Account 
(Application money @ Rs. 25 on 10,000 Preference 
Shares transferred to Preference Share Capital 
Account and Allotment money @ Rs 30 due on 
J0,0C0 Preference Shares, as per Re:elution No... 
dated.) . 

Equity Share Application Account Dr. 

Equity Share Allotment Account Dr. 

To Equity Share Capital Account 
(Application money (3) Rs. 3 on 20,000 Equity 
Shares transferred to Equity Share Capital Account 
and Allotment money @ Rs. 3 on 20,000 Shares 
due, as per Resolution No.dated.) 

Preference Share First Call Account Dr. 

To 9%-Preference Share Capital Account 
(First Call money @ R*. 20 due on 10,000 Pref. 
Shares as per Resolution No.dated.) 

Equity Share First and Final Call Account Dr. 

To Equity Share Capital Account 
(First and Final Call money @ Rs. 4 on 20,000 

Equity Shares due as per Resolution No. 

dated.) 


78,000 


70,000 


2,50,000 
3,00,0C0 


78,000 


70,000 


5,50,000 


60,000 

60,000 


1,20.000 


2 , 00,000 


80,000 


2,C0,000 


80,000 


Preference Share Second and Final Call Account I 
To 9% Preference Share Capital Account 
(Second and Final Call money (3 i*s 25 on 10,000 

Preference Shares due as per Resolution No. 

dated.) 

Preference Shares Call in Arrears Account I 

To Preference Shares First Call Account 
To Trcf. Shares Second and Final Call Account 
(Transfer to Call in Arrears Account, First Call 
money @ Rs. 20 arid Second Call money @ Rs. 25 
on, 100 Preference Shares) 

Equity Shares Calls in Arrears Account E 

To Equity Share First Call Account 
(Call money @ Rs. 4 per Share on 50 shares) 


2,50,000 


2.50,000 


4,500 


2.000 

2,500 
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Dr. 


CASH BOOK 
(Only Caf-h Transactions) 


Cr. 


To Pref. Share Appl. A/c 
(Application money for 10,000 
Pref. Shares received @ Rf. 25) 


To Eq. Share Appl. A/c 
(Application money received for 
20,000 Eq. Shares @ Rs. 3) 

To Pref. Sh. Allotment A/c 
(Allotment money @ Rs. 30 re¬ 
ceived on 10,000 Pref. Shares) - 


Rs. 

2,50,000 


60,000 


3,00,000 


By M/s. Landlord Bros. 

A/c 

(Being the purchase 
price of freehold land 
paid in part) 


By Balance c/d 


Rs. 

8,000 

11,87,300 


To Eq. Sh. Allotment A/c 
(Allotment money @ Rs 3 re¬ 
ceived on 20,000 Equity Shares) 


To Pref. Sh. First Call A/c 
(First Call money @ Rs. 20 re¬ 
ceived on 9,900 Perf. Shares) 


To Eq. Sh. First and Final Call 
(First and Final Call money @ 
Rs. 4 received on 9,950 Equity 
Shares) 


To Pref. Sh. Second and Final 
Call A/c 

(Second and Final Call money 
@ Rs. 25 received on 9,900 Pref. 
Shares) 


To Balance b/d 


60,000 


1,98,000 


79.800 


2,47.500 


11,95,300 

7*87.300 


11.95,30 


WYE LTD. 

Balance Sheet As on December 31^.19... 


Liabilities 

Rs. 

Assets 

Authorised Capital 

25,00,000 

Freehold Land 

Cash at Bank 

Issued and caJlcd-up Capital: 
7,000 Equity Shares issued as 
fully paid-up to vendors for 
consideration other than cash 
10,000 9% Perf. Shares of 

Rs. 100 fully called : 10,000.000 
Less Calls in Arrears 4.500 

70,000 

9,95,500 

‘20.000 Equity Shares of 

Rs. 10 full) called : 2,00.000 

Less Calls in Arrears 200 

1.99,800 
- * 



12.65.300 



Ki 


78,0 
11,87,3 


12,65, 
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Note. • (1) Any shares issued for other than cash must be sepa- 
rately mentioned in the Balance Sheet. issued 

(2) Note that when two different types of shares are ^ued, 

( ) the types of Shares, Equity (QrJnarjj) or reference 

Sheres, must be cleatIy menuoned while writing the 

entries in connection therewith. 

, 3 \ ?h e Capital of a Company must be shown in the 

(3) B alan ce Sheet starting with the Authorised Capital with 
todiSSSE if any, into Equity and Preference 

Shares. 

Issue of Shares at a Premium 

When a Company issues shares on which the amount payable 
is more than the face value, the excess amount is called 
such an issue is known as issue of shares at a premium. There 
legal restriction on issue of shares at a premium 

Such a premium is comparable to the Goodwill in a. partnership 
firm. When a new partner is admitted, he pays for Capital as well 
as for Goodwill. Likewise, when additional shares are iMuedto the 
public and if the Company enjoys Goodwill, the subscribers have to. 
pay for capital plus their share in the Goodwill, t.e.. Premium. 

Further, the Indian Companies Act makes it compulsory for 
the company to credit the premium amount received to a separate 
‘Share Premium Account 1 . It must be shown separately in the 
Balance Sheet and can be used only for specific purposes approved by 

the Act. . 

Premium can be received either along with Share Application 
Money or Share Allotment or Call Money or partly with one and 
partly with the other. At the stage when premium is due, me 
premium amount should be added in thit instalment (».c., Application , 
Allotment or Call) and the total amount thereupon (Capital-f Pre¬ 
mium) should be made due, crediting Share Capital Account with the 
amount applicable to Capital and crediting Share Premium Account 
with the necessary premium amount. Whenever the amount due on 
that instalment is received, the Bank Account is debited with Capital 
plus Premium amount and the concerned instalment account is 
credited. 

ILLUSTRATIVE PROBLEM NO. 4 


The Sunshine Co Ltd. issued 2,000 shares of Rs. 10 each at a 
premium of Rs. 2 per share. The amount was payable as under 
On application, Rs. 3 per share 

On allotment, Rs. 4 ,, „ (including premium) 

On First Call, Rs. 3 „ „ 

On Second Call, Rs. 2 „ „ 

The Company received applications for 2,500 shares and the- 
allotment was made as under : 

(а) Applicants for 100 Shares ... Nil 

(б) Applicants for 400 Shares ... Full 

„ ^c) Remaining Applicants at pro rata . 
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Pass Journal Entries assuming that all moneys were duly received 

JOURNAL 


i°) 


V>) 


Bank A/c 

To Share Application A/c 
(Applications received for 2,500 shares) 


Dr. 


Share Application A/c Dr. 

To Share Capital A/c 
To Share Allotment A/c 
To Bank Account 

(Share application monej on 2,000 shares transferred 
to Share Capital Account, on 400 shares adjusted to 
Share Allotment Account and on 100 shares refunded) 


Dr. 


Share Allotment Account 
To Share Capital Account 
To Share Premium Accmir t 
(Allotment money <*• Rs. 4 pc r * hare on 2,000 shares 
(including premium («' Rs. 2 per share) crediied to 
Capital Account and Premium Account respectively) 

Bank Account Dr. 

To Share Allotment Account 
(Share Allotment money (including premium money, 
(«' Rs. 4 per share) on 2,000 shares- Rs. 8,000 less 
Ks. 1,200 (already received and adjusted) now 
received) 


7,500 

7,500 

7,500 


8,000 

tGtYrnj 

6,800 

6,800 

r: 


(*) 


<*) 


Alternatively, the above two entries can be given as under : 


Share Allotment A/c 

Dr. 

To Share Capital Account 


(Allotment money (3) Rs. 2 per Share 
premium) due on 2,000 shares) 

(exclusive of 

Bank A'c 

Dr. 

To Share Allotment 

To Share Premium 


(Balance of share allotment money and share premium 

money now received) 


Share First Call A/c 

Dr. 

To Share Capital A/c 


(Share First Call money at Rs. 3 per share due on 

2.C00 Shares) 


Bank A/c 

To Share First Call A/c 
(Share First Call money duly received) 

Dr. 

Share Second Call A/c 

DrJ 

To Share Capita] A/c 


(Second Call Money % Rs 2 per share on 2,000 shares 

due) • 



4,000 


6,800 


Bank Account 

To Share Second Call Account 
(Second Call money on 2,000 shares duly received 


Dr. 


6,000 

6,000 

4,000 

4,000 


4,030 


2.800 

4,000 


6,000 

6,000 

4,000 

4,000 
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Note : 
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(а) Share Premium Account can be credited 

the actual receipt of the prenuum amount, . e„ by show 
ing the Premium Amount as outstanding or after th 
Premium Amount is actually received. 

(б) Share Premium Account being Capital Profit, appears, 
on liability side of Balance Sheet as under : 


Balance Sheet 


as on. 

Share CapilaJ 2,000 shares of 
Rs. JO each fully paid 

Share Premium 

Rs. 

20.000 

4,000 

Bank 

Rs. 

24,000 


24,000 


24,000 


Issue of Shares at Discount 

Generally a company is not allowed to issue shares at a discount , 
i.e. y at a price less than the face value of the shares except in special 
cases, such as ‘re-issue* of forfeited shares or of surrendered shares. 
Such an issue can be made by a company only under special cir¬ 
cumstances, that too after complying with the provisions of Sec. 79 
of the Companies Act. 

However, such discount should not be more than 10% except 
where a higher rate is allowed by the Central Government. 

Discount on issue of shares being a capital loss to a company, 
should be debited to “Discount on Shares Account” and shown as an 
Asset in the Balance Sheet. Generally, such discount is recorded at 
the time of allotment. 


ILLUSTRATIVE PROBLEM NO. 5 . 

In December, 1972 Delhi Cement Co. Ltd. issued 1,000 shares, 
of Rs. 100 each at a discount of 5%. The issue was fully subscribed 
by paying Rs. 20 per share on application. The balance was pay¬ 
able as to Rs. 20 on allotment (with adjustment of discount) ; Rs. 25. 
on First Call and Rs. 30 on Final Call. 

All the. calls were made and received with an exception of 
Final Call on 100 shares held by one Mr. Zed. 

Pass journal entries to record the above and show the figures 

in Balance Sheet. 


\ 
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Bank Account Dr. 

To Share Application A/c 

(Applications for 1,000 shares with application 
money at Rs. 20 per share received) 


Share Application A/c Dr. 

To Share Capital A/c 

(Share Application Account transferred to Share 
Capital A/c on allotment of 1,000 shares) 

Share Allotment Account Dr. 

Discount on Shares A/c Dr. 

To Share Capital A/c 

(Share allotment money due on 1,000 shares at 
Rs. 20, i.e., Rs. 25 less Rs. 5 discount, the Capital 
Account being credited with full allotment money, 
vlz. t Rs. 25 per share) 

Bank A/c Dr. 

To Share Allotment A/c 

(Share allotment money, after adjustment of dis¬ 
count duly received) 


First Call Account 

To Share Capital Account 
(First call at Rs. 25 per share, due) 


Bank Account 

To First Call Account 
(First call money received) 


20,000 


20,000 


20,000 

5.C00 


20.000 


25.00C 


25,000 


20,000 


20,000 


25,000 


20,000 


25,000 


25,000 


Final Call Account Dr. 

To Share Capital Account 
(Final call at Rs. 30 per share on 1,000 shares due) 

Bank Account Dr. 

To Final Call Account 

(Final call money at Rs. 30 per share receive d only 
on 900 shares)- 


30,000 


27,000 


30,000 


. 27.000 


Calls in Arrears Account Dr. 

To Final Call Account 

(Final call on 100 shares, being not received, trans¬ 
ferred to Calls in Arrears A/c) 


3.000 


3,000 


Balance Sheet 


Share Capital 1,000 share of 

Rs. 100 each __ 

Called up 1,00,000 

Less Calls in Arrears _ 













■ <■> ss^sitsi & '" d 

(2) Discount on shares is to be shown as an asset. 
FOrM yZ^r^ ‘o‘ake away a thing - nght^a 

by ,he rS 

away or cancelled as a outstanding instal- 

Saa^-ASSL of Shares. 

Generally, a company has no P° w " s Nation. ^O^dinarily, 

fully^aid 1 *^ shared on 'ground s other Lu> the non-payment of a call. 

Effects of Forfeiture 

mmmm 

due. Thus forfeiture means : 

(1) Cancellation of Membership ; and 

(2) Forfeiture of whatever amount paid. 

Entries on Forfeiture of Shares 

°" ^S^c^^'sucr^le? sharTsTrS; g J3 

as^missued £ To bring this effect in accounts the following 
steps must be followed : 

ID Share Capital Account already credited in respect of sbarea 
now to be forfeited must be eliminated or cancelled first by Debiting 
Share Capital Account ; 

(2) Calls already made but not received from =» defaulter must 
be cancelled by “Crediting Calls Accounts” ; and 

-c (3) Amount already received from a defaulting shareholder* 
being in the nature of capital profit, should be transferred to Share 
Forfeiture Account”. 
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Entries in Connection with Forfeiture 

Transaction 

Entries 

(0 When any Shares are 
Forfeited 

Shar « Account (Called up money) Dr. 

To Share Forfeiture Account 'Paid amount) 

To Share Call Account (Unpaid amount) 

(2) If Share Premium is 
also due on shares 
to be forfeited 

Share Capital Account (Calledup amount) Dr. 

Share Premium Account (Premium due) Dr 

To Share Forfeiture Account ( Paid-up amount) 

To Share Calls Account (Unpaid amount) 

(3) If shares to be for¬ 
feited were issued 
at a Discount 

Share Capital Account (Called up amount) Dr. 

To Share Forfeiture Account (Paid-up amount) 

To Share Calls Account (Unpaidamount) 

To Discount on Shares Account 


Re-issue of Forfeited Shares 


Shirej which have once been forfeited can be re-issued to 
another person within a reasonable time and at reasonable price. 

“/TU , 5 f ‘ SSUC ,? ■* a dlscount - *•«=•. at a price less than 

am unt unpaid and uncalled on such shares.** 


If a company makes any loss on re-issue of shares; such loss 
is made qood by miking adjustments in share forfeiture account. 
Even aher re-issue of forfeited shares; if any balance remains in 
Share 1 oife.turc Account , that is, a Capital Profit to the company 
wh ,c| , ,i gcneral'y transferred to “Capital Reserve” or sometimes to 
Premium Account. 


Entries In Connection with “Re issue” of Foreited Shares 


Transaction 

Entries 

(I) When Forfeited 
Shareware re-i; sued 

Bank Account (Actual amount received) Dr. 

Share Forfeituie A/c (Loss to company on re-issue) Dr 

To Share Capital Account (Amount called up) 

(2) When Share For¬ 
feiture Account 
shows a surplus 

• 

Share Forfeiture Account Dr. 

To Capital Reserve Account 
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li 11ISTRATIVE PROBLEM NO. 6 

x Y Z CO. Ltd. made a public issue of 20,000 preference shares 

of Rs. 100 each on the following terms . 

Payable on Application ... Rs - 25 

» „ Allotment ... » 2 

„ Second Call ••• ” 20 

A „ tLe shar. w.re subscnbed. d Wh^-de, ex«pt 

^11 ^aU monies w«c received. The directors decided to rc-issue 
& shares at Rs. 75 per share as fully paid-up. 

Give the necessary journal entries and open important Ledger 
Accounts Also, show ti?e Balance Sheet prior to and after re-.ssue. 


Solution and Notes : 


JOURNAL 


Bank Account ... . Df ' 

To Share Application Account_ 

(Application money @ Rs. 25 received on 
20,100 shares) 


Share Application Account 
Share Allotment Account ur# 

To Pref. Share Capital Account 
(Application and Allotment money (& Rs. 
each on 20,000 shares credited to Share 
Capital Account as per Resolution No.. 


5,00, coa 


5,00,000 


10,00,000 


Banh Account 

To Share Allotment Account 
(Allotment money @ Rs 25 r 
20.000 shares) 


ived on 


Share First Call Account 

To Pref. Share Capital Account • 
(First Call money @ Rs. 20 on 20.0C 
Shares due as per Resolution No 
ed 


5,00,000 


4,00,000 


5,CO,000 


4,00,000 


Bank Account 

To Share First Call Account 
(First Call money @ Rs. 20 received on 
19,900 Shares) 


Share Second Call Account Dr. 

To Pref. Share Capital Account 
(Second CalUmoney @ Rs. 20 on 20,000 Pref. 
Shares due as per Resolution No... dated...) 


3,98,000 


4,00,000 


3,98,000 


4,00,000 










COMPANY ACCOUNTS—I 


24 


Bank Account Dr. 

To Share Second Call Account 
(Second Call money @ Rs. 20 received on 
19,900 Shares) 

Pref. Share Capital Account Dr. 

To Forfeited Shares Account 
To Share First Call Account 
To Share Second Call Account 
(Being 100 Pref. Shares of Rs. 100 each, 
Rs. 90 per share called-up, forfeited for non¬ 
payment of First and Second Call monies due 
as per Resolution No.dated.) 

Bank Account Dr. 

Forfeited Shares Account Dr. 

To Pref. Share Capital Account 
(Being 100 Pref. Shares of Rs. 100 each re¬ 
issued @ Rs. 75, as fully paid up, as per 
Resolution No. dated.) 

Forfeited Share Account Dr. 

To Capital Reserve Account 
(Net profit on re-issue of 100 Pref. Shares 
transferred to Capital Reserve)^ 


3,98,000 


9,000 


7.500 

2.500 


2,500 


3,98,000 


s.ooa 

2,000 

2,000 


10 , 000 . 


2,500 


Note : On forefeiture of shares, the Share Gapitul 
Account should be debited only with the amount called-up on 
the number of shares forfeited. 

XYZ CO. LIMITED 
Balance Sheet (Prior to Re-issue) 


At on.. 


Liabilities 


Share Capital 

Authorised Capital 

Issued and Subscribed Capital 

19,900 Pref. Shares of Rs. 100 
each, Rs. 90 called-up 
Forfeit*, d Shares 



17,91,000 

5,000 


17,96,000 


Assets 
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Balance Sheet {After Re-issue) 


' Liabilities 

no 

Ra. 

Assets 

Rs. 

Share Capital 

Authorised Capital 

... 

Cash at Bank 

18,03,500 

Issued and Subscribed Capital 




19,900 Pref. Shares of R*. 100 
each, Rs. 90 per shire called-up 

17,91,000 



100 Pref Shares of Rs. 100 each 
fully paid-up 

10,000 



Capital Reserve 

2.500 


__— 


18,03,500 


18,03.500 

Note : The Forfeited Shares Account mud Capital Reserve 
Account should be shown separately in the Balance Sheet. 

j> r# Bank Account 

Cr. 

To Share Application 
„ Share Allotment 
„ Share First Cali 
„ Share Second Call 
,, Share Capital Account 

Rs. | 
5.00,000 
5.00,000 
3.98.000 
3.98.000 
7,500 

/ Balance c/d 

18,03,500 


18,03,500 


18,03,500 

Preference Share Capital Account 

To Forfeited Shares 
,, Share First Call 
>, Share Second Call 
„ Balance c/d 

Rs. 
5,000 
2,COO 
2,000 
18.01.000 

By Share Application 
„ Share Allotment 
,, Share First Cali 
„ Share Second Call 
„ Bank 

„ Forfeited Shares 

Rs. 

5,00,000 

5.00,000 

4,00,000 

4,00,000 

7.500 

2.500 


18,10,000 



a *are First Call Account 

To Pref. Share Capital. 

Rs. 

4,00,000 

By Bank 

„ Pref. Share Capital 

Rs. 

3,98,000 

2.000 


4,00,000 


4,00,000 
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Second Share Call Account 





--» 

To Pref. Share Capital 

Rs. 

4,00,000 

By Bank 

„ Pref. Share Capital 







Forfeited Share Account 



Rs. 


Rs. 

To Pref. Share Capital 


By Pref. Share Capital 


,, Capital Reserve 

2,500 


5,000 




Capital Reserve Account 


To Balance c/d 

Rs. 


Rs. 

2,500 

By Forfeited Shares 

2,500 


2,500 


2,500 


ILLUSTRATIVE PROBLEM NO. 7 

The Evcrshinc Co.. Ltd. has issued 1,00,000 shares of Rs. 20 
each on which the amount payable is : (a) On application Rs. 5, 
(6) on allotment Rs. 4, (c) on first call Rs. 3, (d) on second call 
Rs. 5, and. (c) on third call Rs. 3. 

From the following particulars journalise the transactions 
regarding forfeiture and re-issufc of shares : 


Name 

Shares held 

Amount paid on 

Mr. Round 

200 

Application and Allotment 

Mr. Short 

400 

Application, Allotment and First Call 

Mr. Tall 

600 

Application, Allotment, First and Second Call 


The Company made the third call on 5th August, 1972 payable 
on or before 7th September. Except from the above persons, the call 
money was received in full. The Directors then forfeited thesse 
shares on 15th October. However, 1,000 of these shares were re¬ 
issued to Mr. Medium as fully paid-up for Rs. 22 per share. These 
1,000 shares included the shares of Mr. Round and Mr. Short. 
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Solution 


JOURNAL 


1972 
Aug. 5 


Sept. 7 


Share Third Call Account Dr. 

To Share Capital Account 
(Third Call money @ Rs. 3 on 1,00,000 shares 
due as per Resolution No.dated.) 


RS. R«. 

3 ' 00 '° 00 3.00,000 


Bank Account 

To Share Third Call Account 
(Third Call money on 98.800 shares 
per share received) 


Rsl 3 


Oct. 


15 


Share Capital Account Dr. 

To Forfeited Shares Account 
To Share First Call Account (200x3) 

To Share Second Call Account (600 x 5) 

To Share Third Call Account (1,200x3) 
(Being 1.200 shares of Rs. 20 each fully called- 
up forfeited for the non-payment of First, 
Second and Third Call moneys due as per 
Resolution No.dated.) 

_• MW - — — —mm mm —m— — ■ ■ ■■ — • - — - “ 

Bank Account Dr. 

To Share Capital Account 
To Share Premium Account 
(Being 1,000 (of the 1,200 forfeited) shares of 
Rs. 20 re-issued to Mr. Medium at a premium 

of Rs. 2 per share, as per Resolution No. 

dated.) 

Forfeited Shares Account Dr. 

To Capital Res rve Account 
(Being the net profit on re-issue of 1,000 shares 
transferred to Capital Reserve) 


2.96,400 


24,000 


2,96.400 


3,000 

3,600 


22,000 


20,000 

2.000 


• 13,400 


13.400 


*Amount transferred to Capital Reserve Account is always the net profit 
on the number of shares re-issued, that is, on all shares of Round and Short. 
plus 400 of Mr. Tall. 

.*. Profit on forfeiture, i.e. t amount received on forfeiture of : 

(a) Shares of Mr. Round— 

( b ) Shares bf Mr. Short¬ 
er) Shares of Mr. Tall— 

Rs. 

200x9 * 1 . 8 O 0 

400x12= 4,800 

400x17= 6,800 

Total 13,400 

Less Discount on re-issue of 1,000 share Nil 

. Net Profit transferred to Capital Reserve 

Rs. 13,400 

Alternatively , Total Profit on Forfeiture 

Less Profit on share c uot re-issued (200 x 17) 

Rs. 16,800 

3,400 

Less Discount on je-issue 

13,400 

Nil 

Net Profit on re-issued shares 

Rs: 13,400 

PPA—11/33 

• 
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On 1-I-1965, X Co. Ltd. offered 40,000 Equity shares of Rs. 10 
each at a premium of Re. 1 each for public subscription. Applications 
were received for 1 , 10,000 shares and the directors decided not to 
reject outright any application and to allot on 14- 3-1965 the shares 
m the following manner : 

(а) 10,000 shares to applicants ior 55,000 snares. 

(б) 17,000 „ „ 40,000 „ 

(c) 13,000 „ other applicants on pro rata basis 

After retaining the amounts payable on allotment and calls in 
respect of shares thus allotted, the balance sum received from these 
shareholders as application money was refunded to the shareholders 
^>y 31-3-1965. Amount due on the shares was recoverable thus : 

With application : Rs. 3 

On allotment : Rs. 2 due on 20-4-1965 including premium. 

First Call. : Rs. 3 due on 30-6-1965. 

Second Call : Rs. 3 not yet called. 

On 30th June, 1965 all moneys, excepting the following were 
duly received : 

Sri S. Kar (Category b) failed to pay the sum due on allotment 
« of 300 shares and Sri K. Basu (Category c) also failed to pay the sum 
due on allotment of 650 shares. 

On 15th July- 1965, the above-noted, 950 shares were dujy 
forfeited and on 2nd August, 1965, 850 of these shares were issued 
to Sri D. Basu for cash at Rs. 8 each. These 850 shares included 
all the shares of K. Basu. 

You are required to prepare the Cash Book and Journal Entries 
to record the above transactions. (B.U. Hons. 1966) 

Solution and Notes : 

In the case of Categories (a) and (6) shares are not allotted on 
pro Tula basis but excess number of applications are rejected. Only 
13,000 out of 15,000 shares are allotted on pro rata basis. 
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1 as - ""~ 

(6) 40,000—17,000 “2 3,000 X 3=Rs- _ 69 >°° 0 

Total Rs. 2,04,000 

3(15,000—13, 000)=2;0C0X 3=Rs. 6 , 000 . 


1965 

Mar. 14 


June 14 


June 30 


July 15 


Aug. 2 


JOURNAL 
(Non-cash Enlii.es) 


Dr. 

Dr. 


Share Application Account . 

Share Allotment Account 

11 To Equity Share Capital Account 
To Share Premium Account 
(Application money @ Rs. 3 and AJ ,0 £" 
money (at Rs. 2 (including premium Kt. IJ 
on 40 OQO Equity Shares credited to Equity 

ShaTSpit'a. Account and Share Premium 

Account, as per Resolution No.dated...) 


Share Application Account 

To Share Allotment Account 
(Excess Application money @ Rs. 3 on au 
L». transferred to Allotment Account 


Dr. 


shares transferred to 

per Resolution No.datea 


on 2,000 
as 


Dr. 


) 


Dr. 

Dr. 


Share First Call Account 

To Equity Share Capital Account 
(First Call money @ Rs. 3 on 40.000 theras 
due as per Resolution No.dated. 

— -- M » — • • ■■ ** 1 
Equity Share Capital Account 
Share Premium Account 

To Forfeited Shares Account 
To Share Allotment Account 
To Share First Call Account 
(950 shares of Rs. 10 (issued at a premium oj 
Re. 1, Rs. 7 called-up, forfeited for non¬ 
payment of Allotment and First Call money 
due as per Resolution No.dated. ) 


Dr 

Dr. 


•D Basu Account 
Forfeited Shares Account 

To Equity Share Capital Account 
(850 shares of Rs. 10 issued at Rs. 8 to D. 
Basu as per Resolution No.dated.) 

Forfeited Shares Account Dr. 

To Capital Reserve Account 
(Net profit on re-issue of 850 shares trans¬ 
ferred to Capital Reserve) 


Dr. 


Cr. 


Rs. 

1 , 20,000 

80,000 


6,000 


1 . 20,000 


6,650 

950 


6,800 

1,700 


1,150 


Rs. 


1,60,00a 

40,000. 


6,000 


1 , 20,000 


3,150 

1,600 

2,850 


8,500 


1,150 


Amount received from D. Basu is recorded in Cash Book. 
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Dr. CASH BOOK Cr. 


1965 


Rs. 

1965 


Rs. 

14-3 

To Sh. Appl. 


31-3 

By Sh. Appl. 

2,04,000 

20-4 

[1,10.000 x 3] 



[Refund of Appl. 

To Sh. Allot. 4 



money 



[40,000 x 2 less Rs. 600 
on 300 shares of *b * 
category and Rs. 1.000 
oq 650 shares of *c' 
category] 

2-8 

45,000x3-1,35.000 
23,000x3= 69,000] 
By Balance c/d 

3.22350 



30-6 

To Sh. First Call 

1,17,150 




. 

[39.050x3] 




2-8 

To D. Basu* 

6,800 





[On re-issue of 850 
shares @ Rs. 8] 







5.26.350 



5,26,350 

2-8 

To Balance b/d 

• 

3.22,350 





Notes : 


(1) Amount not paid by K. Basn who failed to pay 
allotment money on 650 nhares : 


Shares allotted to K. Basu 

Shares applied by him 

Application money received on 
750 shares 

Less Application money applied for 
650 shares 

Excess application money trans¬ 
ferred to allotment 

Allotment money @ Rs. 2 due 
on 650 shares 


Allotment money not receiv¬ 
ed from &. Basn 


= 650 on pro rata 
= 750, 650x^1 

—Rs. 2,250 

=Rs. 1,950 

=Rs. • 300 

-Rs., 1,300 

==*■. 1,000 


(2) Amount not paid by S. Kar who failed to pay allotment 
money on 300 shares @ Rs. 2 - Rs. 600. (Since no appli¬ 
cation money is transferred to allotment in this case, total 
amount due is Rs. 600). 

(3) Thus total Allotment money due=Rs. (1,000+6C0) 
=Rs. 1,500. 
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(4) Amount Received on Allotment : 


Rs. 


Total money due on 40,000 shares @ Rs. 2 
Less Amount not received from Basu and Kar 


Less Amount already received with applications 


Amount received 


=80,000 
= 1,600 

78.400 
6,000 

72.400 


(5) Amount transferred to Capital Reservi 

profit on only those shares that are re-issued, 
ed as under : 

Total Gross Profit, Cash Received) 

Forfeited : 


t is the net 
It is calculat- 

on Share* 


Rs. 

S. Kar— 300X3= 900 

K. Basu— 750x3=2,250 


Total 3,150 

Less Cash received on shares not re-issued, 

i.e., 100 of S. Kar @ Rs. 3 _J*00 

Total on 850 shares =2,850 
Less Discount on re-issue of 850 shares 1,700 

Net Profit transferred to Capital Reserve 1,150 


ILLUSTRATIVE PROBLEM NO. 9 

Mr. X has applied for 2,000 Equity Shares of Rs. 25 each, 
issued at a discount of 8 % and payable as under : 

(a) On application Rs. 5 (6) On allotment Rs. 7 

(c) On First Call Rs. 6 ( d) On Final Call Rs. 7 

He is allotted in full and when the first and final calls were 
made, he failed to pay the same upon which his shares are forfeited. 
These shares are then re-issued at Rs. 20 as fully paid-up. 

Journalise the above transactions. 
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JOURNAL 


Bank Account 

To Share Application Account 
(Application money @ R*. 5 on 2,000 shares) 


Share Application Account JJ* 

Share Allotment Account ur. 

Discount on Shares Account Ur. 

To Equity Share Capital Account 
(Application money @ Rs. 8 Allotment.money 
(5) Rs. 7 credited to Share Capital for allotment 
of 2,000 shares of Rs. 25 issued at a discount of 
Rs. 2 each) 

Bank Account . . Dr - 

To Sfiare Allotment Account _ . 

(Allotment money received on 2,000 shares (& 
Ra. 7) 


Sherc First Call Account Dr. 

To Equity Share Capital Account 
(First Call money ® Rs. 6 on 2,000 shares, due) 

Share Final Call Account Dr. 

To Equity Share Capital Account 
(Final Call money ® Rs. 5 on 2,000 s hares due) 

Equity Share Capital Account Dr. 

To Discount on Shares Account 
’ To Forfeited Shares Account 
To Share F*rst Call Account 
• To Share Final Call Account 
(Forfeiture of 2.000 shares of Rs. 25 eacfafelW 
Called-up for non-payment of Firet and Second 

call money due, as per Resolution No.dated... 

{issued previously ® 8% d iscount ) ___ 

Bank Account 

Forfeited Shares Account ur. | 

To Equity Share Capital Amount 
(Re-issue of 2,000 shares of Rs. 25 each at Rt. 20 
each) ■ 

Forfeited Shares Account Dr. 

To Capital Reserve Account_ 

(Profit on re-issue oT 2.C00 shares transferred to 
I Capital Reserve) 


Rs. 

10.000 


10,000 

14,000 

4,000 


14,000 


12,000 


10.000 


50.000 


10,000 


28.000 


40,000 

10,000 


14.000 


14.000 


12,000 


10,000 


4,000 

24.000 

12.000 

10,000 


50,000 


14,000 


Note : Shares already issued at discount when forfeited ; the 
discount to such extent should be cancelled or reveried. 
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1 . 

2 . 

3. 

4. 

5. 

6 . 


7. 

8 . 


9. 

10 . 


11 . 


12 . 


13 . 


Exercise 10 


Define Joint Stock Company and state its main features. 

Explain the different types of Companies. ? 

What are important stages in the formation of a Company 

Explain in brief. w ;#h 

Explain the important documents that are to be filed with 

the Registrar of Companies. 

What is the procedure of “Raising Capital ? . 

What do you understand by "Share Capital” ? Give its class.- 
fication. . • 

What are the various types of shares that a company can issue ? 


Write short notes on— 

(a) Memorandum of Association. 

(b) Articles of Association. 

(c) Prospectus. 

( d) Preference Shares. 

What do you mean by issuing shares at Premium ? Give pro¬ 
forma entries when the shares arc issued at Premium. 

What it forfeiture of shares ? What is the accounting procedure 
on forfeiture. 

What is oversubscription ? What options arc available to deal 
with the money received on oversubscription ? 


State whether the following statements are correct : 

(а) The forfeited shares can be re-issued. 

(б) A company is an artificial person. 

(c) Debenture is a creditorship or loan capital. 

(d) A public company can issue “Deferred Shares”. 

(e) The company has an • identity different from that of its 
members. 

( f) A public company need not issue prospectus. 

( g ) A private company need not' write “Private Limited” after 
its name. 

(h) Ordinary shares can be redeemed. 

[Ads. (o), (6), (c), (e) are true statements] 


Fill in the blanks the proper words : 

(a) A .....company puts restrictions on the transfer of its shares. 

V 9 ' (Public/Private) 

shares. 

(Preference/Dt ferred). 


(b) A public company cannot issue 
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(c) The objectives of the company are given in the. 

(Memorandum I Articles of Association) 

(d) Maximum number of members a public company can have 

. (2, 7, 70, 20, 50, limitless) $ 

(e) A new campany cannot issue shares at. 

(Premium! Discount) 
[Ana. Private, deferred. Memorandum, limitless, discount] 

14. Correctly complete the sentences : 

(t) Rupees 100/80/50 is to be debited to share capital, when 
a share of Rs. 100 on which Rs. 80 has been called up 
but only Rs. 50 has been paid up is forfeited. 

(»*) Rupees 105/100/80/60 is to be debited to share capital, 
when a share of Rs. 100 issued at 105 has been forfeited 
for non-payment of a final call of Rs. 40. 

(iii) Money received in advance on calls is debited/credited to 
calts unpaid accounts/call in advance account. 

[An* : (») Rs. 80., (ii) Rs. 100, and (iii) credited to Calls' in 
Advance] 

Problem* on Issue of Shares at par 

15. A newly started Joint Stock Company issued to the public 
10,000 Equity Shares of Rs. 100 each, payable as to Rs. 15 on 
application ; Rs. 25 on allotment ; Rs. 30 on 1st call and the 
balance on Second and final calls. 

The public subscribed for 10,000 shares. The calls were made 
and all the money was duly received by the company. 

Pass necessary journal entries to record the above ana prepare 
the Balance Sheet. 

16. “Your Own Company” issued 5,000 shares of Rs. 10 each to 
the public, payable as to Re. 1 on application, Rs. 3 on allot¬ 
ment, 1st call and 2nd call respectively. Applications were 
received only for 3,500 shares which were duly allotted. All the 
calls were made and money received except from one share¬ 
holder who failed to pay the final call on 300 shares. 

Give Journal entries to record the above. 

17. The Prabhat Talkies Ltd. was registered with a Capital of 
Rs. 10,00,000 divided into 10,000 shares of Rs. 100 each. The 
company offered to the public for subscription 4,000 shares 
payable as follows : Rs. 10 on Application ; Rs. 20 on Allot¬ 
ment ; Rs. 30 on First Cali and Rs. 40 on Final Call. 

The Company received applications for 6,000 shares. The 
applications for 1,000 shares were totally rejected and applica¬ 
tion money was returned to the applicants. The remaining 
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sW« were allotted pro rata and the excess application money 
shar ^ S a ^d forward to Allotment Account. 

M-irSuh Boot »d Joura.1 »d prop™ B^roco 

Sheet. 

e- i r n ltd having an authorised Capital of Rs. 25,0Q»<XX> 
Simplex Co. Ltd. n ^ lQ QQ0 shares to the public 

in shares ol Ks. ou 

p,y,blc » under : , Q „ Ki „« C ,U Rr. 10 

8; isSEST £ IS I ^ °*“ ’**■ “ 

Appi°.U.nr rrrre rrorivrd for 23,000 .Bare. The D ra .o„ 
decoded to allot as under : 

To the applicants for 5,000 shares ~ ' 

To the applicants for 5,000 shares - 

£ the applicants for 10,000 shares ... 

To the remaining applicants ... ’** ° 

on 500 sSres held by him out of the last category (».«. 60 y* 
allotment). 

a^SS3353l££F 

Luck Ltd. issued 20,000 shares of Rs. 10 each, payable as. 
under : 


Rs. 2 0 on Application | 

Rs. 2*5 on Allotment i 


Rs- 2*5 on First Call 
Rs. 3 0 on Final Call 


The public applied for 36,000 shares. The allotment was made 
as under : 


To the applicants of J 8,000. shares 
To the applicants of 8,000 shares 
To the applicants of remaining shares 


Full 

25% 

Nil 


Under the terms of agreement, the surplus application money 
could be kept by the directors against money due on allotment 
and subsequent calls. One shareholder to whom 2,000 shares 
were allotted on 100% basis paid, on allotment, the full 
amount due on shares. The Company made First Call and 
received except from one shareholder who failed to pay it on. 
200 shares held by him, allotted to him on 25% basis. 

Pass Journal entries. 
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Issue at Premium 


20.. Journalise the following : 

The All India Tablet Manufacturing Company offered to publict , 
for subscription 5,000 equity shares of Rs. 100 each at a pre-s / 
mium of Rs. 10 per share payable as following : 

On Application Rs. 20. 

On Allotment Rs. 40 (including premium). 

On First and Final call Rs. 50. 


21 . 


22. 


Applications were received for 7,500 shares. The Directort 
proceeded to allotment. They refunded the application money 
on 1,500 shares and adjusted that on the 1,000 shares towards 
the allotment money due. All allotment money was duly 
received. The First and Final calls were also made and the same 
were duly received. 


Fortunate Co. Ltd. invited 
Rs. 100 each at a premium 
under s 




applications for 10,000 shares ol 
of Rs. 20 per share, payable at<# 


( 


On Application Rs. 20 
On Allotment Rs. '50 
(Including Premium) 


On First call Rs. 30 
On Final call Rs. 20 


The public applied for 20,000 shares, 
as follows : 


Allotments were made 


To applicants of 7,000 shares 
To applicants of 6,000 shares 
To Remaining applicants 


Full 

50% 

Nil 


The company was authorised to retain all the money overpaid 
for adjustment against money due on allotment and on calls. 
The company exercised this power. The Directors made 
all the calls and received them duly exrcpt from one share- 
holder who was unable to pay First and Final call on 200 
shares held by him on 100% basis. 


With the permission of the company he surrendered these shares 
and got a dividend of Rs. 25 per share. 


Pass the entries to record the above. 


Rrirrht Ltd. advertised its prospectus on 1st Jan., 1972 and offer¬ 
ed to the public for subscription 25,000 shares of Rs. .10 each, 
payable as Rs. 2 on application - Rs. 3 on allotment including 
premium Re. 1, Rs. 3 on 1st and final calls respectively. The 
following transactions relating the issue took place during the 
year : 
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Jan. 

Feb. 


March 

April 

May 

July 

Aug. 


Received applications for 40,000 shares - noo 

Allotment made : 5;000 shares totally rejected , 5,000 
shares allotted an 100% basis and balance on pro 
rata basis. 

Allotment money received. 

First call made. 

First call money received. 

Final call made. . , . . 

Final call received with an exception of one share¬ 
holder who did not pay it on 100 shares. 


' Write Cash Book and Journal Entries. 

Issue at Discount 

23. Draft the Journal entries to record all the transactions in each 

of the following : 

(а) A Ltd. issued 10,000 6% Debentures of Rs. 100 each at 

r ' a discount of 5%, payable as to Rs. 10 on »PPl nation, 
Rs. 15 on allotment and balance on First and Final calls. 

All the moneys were duly received. 

(б) B Ltd. issued at 10% Discount 2,000 preference shares of 
1 } Rs 100 , payable as to Rs. 15 on Application, Rs. 15 on 

Alloiment (after adjustment of discount) ; Rs. 20 on Firat 

call, Rs. 20 on Second call and the balance on Final call. 
The company did not make the final call. All money was 
received except First call on 100 shares held by Mr. A. 

24 A Ltd. Company issued 5% Mortgage Debentures of the: total 
face value of Rs. 5,00,000 at 95%. Pass journal entries assum- 
ing that 5% of the face value was received with application* 
and the balance on allotment. 


Problems on Forfeiture and Re-issue 

25. The Authorised Capital of ‘Your Own* Trading Company Ltd 
was Rt. 7,50,000 divided into 50,000 ordinary shares of Rs. 10 
each and 2,500 6% Preference Shares of Rs. 100 each. I he 
Company had already fully paid-up 40,000 ordinary shares 
and 2,000 Pref. Shares. 

For extending its activities the Company resolved to issue the 
remainder of the Authorised Capital and the following offers 
were made : 

(a) To Ordinary Shareholders: 10,000 shares at Rs. 17*50 
each, payable as to Rs. 7 50 on application (of which 
Rs. 3*75 was on account of Premium of Rs. 7*50) and 
Rs. 10 on allotment (of which Rs. 3*75 was for Premium). 
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426. 


(6) To Preference Shareholders : 500 Pref. Shares. at , 

Rs. 112 50 each, payable as to Rs. 50 on application i 
(inclusive of Rs. 12*50 for Premium) and the balance on^ 
•allotment. 'H-; 

The Shares were all applied for and paid in full except those ' ( 
held by Mr. Akash who had applied for 10) Ordinary Shares 
and 10 Pref. shares but failed to pay the allotment money on 
both. 

The Company forfeited the above shares and issued them to one 
Mr. Prakash for Rs. 15 and Rs. 75 respectively per share. 


You are required to give journal entries for the above trans¬ 
actions in the books of the Company. 

Alpha Co. Ltd. was newly formed with an authorised Capital of 
Rs. 5,00,000 divided into 50,000 shares of Rs. 10 each. On 
1st January,. 1971, the Company issued 25,000 shares at a 
premium of Rs. 2 per share payable as under : 

On Application Rs. 2 

On Allotment Rs. 5 (Including premium) 

On Call Rs. 5 ^one month after allotment) 


The issue was over-subscribed to the extent of 5,000 shares. 
The directors went on to allotment on 10th January and on the 
same date the excess money received on application was return¬ 
ed. All money due on allotment and on call was received with 
the following exceptions : 


(1) one Mr. Kulkarni failed to pay the allotment and call 
moneys on 100 shares allotted to him, and 

(2) one Mr. Joshi failed to pay the call money on 200 shares 
allotted to him. 


On 31st March, 1971, the directors forfeited the shares on 
which Rs. 7 or less than Rs. 7 (including premium) had been 

received. 

They re-issued the shares so forfeited to Mr. Kamat at Rs. 10 
per share. 

You are required to pass the necessary journal entries (including 
cash) to record the above in the books of Alpha Co. Ltd. 


[Hints: 1. Shares of both Kulkarni and Joshi arc to be for¬ 
feited. 

2. In case of 100 shares held by Kulkarni even Pre¬ 
mium Account should be reversed to that extent. 

3. Balance on Share Forfeiture Account should be 
transferred to “Capital Reserve Account”.] 
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Kolhapur Udyog Ltd. issued 10,000 Equity Share, of Rs. 100 
ch and calledRs. 25 on application ; Rs. 25 on allotment 
Sd Rs. 25 on 1st call. 

Company received applications for 10,300 shares. The 
T °.yjfc duly allotted. The application money on 200 
shares was returned and on 100 shaies was adjusted against 
the allotment money. 

Company received the allotment money except on 100 
ul^heldbY Shri Gupta. The Company made 1st call and 
J^ived the full amount except on lOO shares held by Shri 

Gupta. 

R^ard of Directors forfeited the shares held by Shri Gupta 
Tnd redded the same to Shri Savkar at Rs. 60 per share. 

rt . necessary journal entries in the books of the Company to 
GlVC ? thr above transaction and show how the relevant 
S^tsWl appear in the Balance Sheet. 

• Though Shri Gupta failed to pay the allotment money 
| Min* . jqq jhares, some poction of it has already been 
received along with application money that has 
alrtjady been adjusted to allotment a/c. Thus he 
failed to pay Rs. 2,475, Rs. (100x25) less amount 
already adjusted which is Rs. 25 in case of Shri 
Gupta’s holdings]. 

Bharat Company.Ltd. issued 6,000 shares of Rs. 15 each 
at a premium of Rs. 2 per share. The amount was payable as 

under : 

On application Rs- 3 per share 


On allotment 
On 1st call 
On second call 


Rs. 3 per share 
Rs. 7 ,, 

Rs. 4 ,, ,9 

Rs. 3 „ , „ 


(including premium) 


The company received applications for 10,000 shares. The 
Directors rejected applications for 1,000 shares and refunded the 
application money received thereon. The shares were allotted 
pro rata among the remaining applicants^ and the excess money 
received from them on application was transferred to Allotment 
Account. 

A was allotted 60 shares who failed to pay the allotment 
money and his shares were forfeited on non-payment of the 
First Call. 

B to whom 120 shares were allotted failed to pay both the calls 
and hence his shares were also forfeited. 

All the shares forfeited were subsequently issued to C at the iate 
of Rs. 14 per share as fully paid. 
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29. 


30. 


Give the necessary Journal Entries in the books of the 


company. 

The Directors of Neptune Co Ltd. forfeited 500 equity shares f 
of Rs. 20 each, Rs. 15 per share called up, on which Shri 1 
Prasad failed to pay the First Call of Rs. 5. 1 hey re-jssued the 4 

shares to Shri Sen as Rs. 15 paid up at Rs. 8 per share and 
made the Final Call of Rs. 5 per share which was duly paid 
by Shri Sen. 

Pass necessary entries to record the above. 


A corrpany issued 50,000 equity shares of Rs. 10 each at a 
premium of Rs. 2 per share, payable as to Rs. 5 on application 
(including premium) ; Rs. 4 on allotment and the balance on 
First and Final Call. 


J 


( 1 ) 

( 2 ) 

(3) 


The applications were received for 70,000 shares. Of the cash 
received, Rs. 40,000 were returned and Rs. 60,000 were applied 
to the amount due on allotment. The balance due on allotment 
was duly received with the exception of 5U0 shares. These -4 
shares were forfeited and re-issued as fully paid at Rs. 8 per 
share. 

Give journal entries to record the above transactions. 

31. ABC Co. Ltd. forfeited the following shares: 

100 shares held by X who failed to pay the Final Call of 
Rs. 40 per share. 

200 shares held by Y who did not pay the First Call of 
Rs. 30 and Final Call of Rs. 40. 

300 shares held by Z who could not pay the allotment 
money of Rs. 20 ; First Call of Rs. 30 and Final Call of 
Rs. 40. The company re-issud all these shares to Mr. A 
at a discount of 10%. 

Pass necessary entries to record the above. 

The Directors of X Co. Ltd. with registered and subscribed 
caDital of 30,000 equity shares of Rs. 10 each and 20,000 6% 
Preference sha’res of Rs. 10 each fully called up forfeited 1,000 
eouitv shares held by P who failed to pay the Second and Final 
r %/ of Rs 2 each. They also forfeited 800 6/„ Preference 
fhares who failed to pay First, S«ond and Final Call, of 

r, 2 each. The Directors re issued the forfeited shares to T 
at Rs. 8 per share as fully paid up. 

Pass necessary journal entries to record the above transaction, 

in the books of the company. 

Andhra Limited invited applications for 2,00,000 of its equity 
shares of Rs. 10 each on the following terms : 

Payable on Application op 31-1-1969 Rs. 5 per share. 

Payable on Allotment on 28-2-1969 Rs. 3 per share. 


32. 


33 . 
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Payable on First and Final Calls on 30-6-1969 Rs. 3 per share 
including premium of Rs. 1/- . _ , . , . . 

Applications for 2,50,000 shares were received. It was decided . 
i \ to refuse allotment to the applicants for 10,000 shares. 
fo allot in full to applicants for 40,000 shares. 

(c) to allot the balance of the available share pro rata among 
* the applicants, and 

(d) to utilise excess application moneys in part payment oi 
V ' allotment moneys. 

One applicant to whom shares had been allotted on pro rata 
. is did not pay the amount due on allotment and on final call 
and his 200 shares were forfeited. The shares were re-issued 
on 31st October, 1969 at Rs. 9 per share. 

Show the Journal and Cash Book entries necessary to record 

The Directors of a company with a registered and . su n b ^ nbcd 

nital of 10.000 equity shares of Rs. 100 each and 15,003 pre- 
^rencl shares of Rs. 100 each, on both of which Rs. 50 were 
railed UP, forfeited 500 equity shares held by Mr. X on which 
he failed to pay First and Second calls of Rs. 10 each. They 
« forfeited 600 preference shares of Mr. Y who failed to pay 
90 per share on allotment, Rs. 10 per share on First Call 
and Rs 10 per share on Second Call. • 

The Directors re-issued the forfeited shares of Mr. X at Ks. 40 
per share and those of Mr. Y at Rs. 45 per share, all of which 
were taken up by Mr. Z. • • 

Pass necessary journal entries to record the above transactions 

in the books of the company. * 

[Hint. All shares are re issued as Rs. 50 paid] 

Sugandhi Perfumery Works Ltd., Gadag, issued 10,000 six per 
cent preference shares of Rs. 10 each at a premium of Rs. 2 per 
share, payable Rs. 2 on application, Rs. 5 on allotment (includ¬ 
ing premium) and Rs. 5 on first and final calls. The shares 
were all subscribed and money duly received except the first and 
final call on 1,000 shares. Subsequently the company for¬ 
feited these shares and re-issued the same at Rs. 8 per share. 
Make necessary Journal entries, pass them into ledger accounts 
and show how they will appear in the balance sheet. 

(P.U.C Board Bangalore) 


Mysore Industries Ltd. had issued 1,00,000 shares of Rs. 20 
each on which Rs. 15 had been called up. 1,000 shares on 
which allotment and first call money of Rs. 5 each had not been 
paid were forfeited by the Directors. Additional 2,003 shares 
were al«o forfeited for non-payment of First Gall money at 
Rs. 5. The forfeited shares were reissued at Rs. 10 per share. 

Give the journal entries for the issue, forfeiture and re-issue of 
forfeited shares. Show also the Share Application, and Share 
Forfeited Accounts. (P.U.C. Board , Bangalore) 
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Company Accounts II 

(ISSUE AND REDEMPTION OF DEBENTURES) 


Meaning r 

or -«-•*» * 

=itr:r=“—7?*- 

therefore, rank ahead of any type of shares for repayment and 
for interest. 

Following chart gives the idea of different types of debentures : 


DEBENTURES 


Registered 


Bearer 

I 


Secured 


Unsecured 


Secured 


Unsecured 


i r 


i 


Rcdce- Irrel Re dee- 

mable decmable mable 


1 r 


Irre- Redee- 
decmable mable 


i r 


i 


. . — t 

Irrede- Redee- Irre- 
cmable mable dcemable 


(1) Registered Debentures are the debentures which are 
recorded in the Register of Debenture holders with their full details. 

(2) Bearer Debentures are unregistered debentures which are 
tranfcrable by mere delivery. 

(3) Secured Debentures are the debentures which are secured 
against the company’s property. They arc also called as Mortgage 
Debentures. 

(4) Unsecured Debentures also known as Naked De’-nturcs 
hold no security against Company’s property. 

PPA-11/34 
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(5) Redeemable Debentures are repayable after a stipulated 
period or even earlier. 

(6) Irredeemable Debentures are not repayable so long as 
the company continues to be in existence. They are perpetual like 
ordinary shares. 



Distinction between Share and Debenture 


Share 


1. Shares constitute share capi¬ 
tal or own-rship capital. 

2. Share holder is a proprietor. 

3. Voting right to shareholder. 

4. Shere holder gets dividend. 

5. Share money is not refundable 
(except in case or redeemable 
preference shares). 

6. No charge on company^ 

assets* 

7. Burden of reconstruction on 
shareholders. 

8. On winding up, shareholders 
stand last in priority. 


Debenture 


Debentures constitute borrowed 
or loan or creditorship capital. 
Debenture holder is a creditor . 
No voting right to debenture 
holder. 

Debenture holder gets interest . 
Debenture money is normally 
refundable after a certain period. 

Generally floating charge on 
assets. 

No burden of reconstruction on 
Debenture holders. 

Debenture holders must be paid 
in full before anything is paid to 
shareholders. 


Accounting Procedure 

A company can collect the amount on debentures through 
public issue—receipt of applications for debentures, allotment, etc.— 
t.e., exactly on the same lines as issue of share. Also, the total amount 
** due on debentures can be collected by the company on instalment 
basis by making calls on debentures. Therefore , the accounting entries 
for debentures are the same as in the case of issue of shares . 


ILLUSTRATIVE PROBLEM NO. 1 

A Limited Co. issued 1,000 Debenture Bonds of Rs. 100 each 
at a premium of 10%. The Debenture Bonds were issued at 25% 
on application, 35% on allotment (including premium) and the 
balance on first and final call. All the money was received by the 
Company in due course. 
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You arc asked 


—I 

to journalise the above transactions. 

[B.U., B. Com., 192?) 


Solution : 


JOURNAL 


19... 


Bank Account Dr * 

To Debenture Application Account 
(Application money @ Rs. 25 on 1,000 debentures 

received) 


Dr. 

Dr. 


Debenture Application Account 
Debenture Allotment Account 
To Debenture Account 
To Premium on Debenture Account 
(Application money @ Rs. 25 and Allotment money 
@ Rs. 35 including premium Rs. 10 on 1.000 deben¬ 
tures credited to Debenture Account as per Reso¬ 
lution No.dated.) 


Dr. 


Bank Account 

To Debenture Allotment Account 
(Allotment money @ Rs. 35 on 1.000 debentures 
received) 


Dr. 


Debenture First and Final Call Account 
To Debenture Account 

(First and Fioal Call money (S> Rs. 50 on 1,000 
debentures due as per Resolution No... dated.) 


Dr. 


Bank Account 

To Debenture First and Final Call Account 
(Call money @ Rs. 50 received on 1,000 debentures) 


Rs. 

25,000 


25,000 

35,000 


35,000 


50,000 


50,000 


Rs. 
25,000 


50.000 

10,000 


35.000 


50,000 


50,00v 


ILLUSTRATIVE PROBLEM NO. 2 

Give journal entry in each of the following cases : 

(1) Issue for each at 90%, 6,000 7% Debentures of Rs. 100 

each. 

(2) Issue of 900 8% Debentures of Rs. 100 to Machinerv Ltd. 
for supply of machinery costing 99,000. 

(3) Issue of 10,000 Debentures of Rs. 100 as Collateral Security 
to the Bank for a loan of Rs. 8,00,000. 

State also where each of the above items is taken in the Balance 
Sheet and how it is treated in accounts. 
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! 


Solution : 


19... 

1 . 


2 . 


JOURNAL 


Dr. 

Dr. 


Bank Account 

Discount on Debentures Account 
To 7% Debentures Account 
(Received on Allotment of 6,000 7% debentures 

' . . .« ■ . . r* _ r>f\ .* . n t <% A in t rxf 


of Rs. 100 each at Rs. 90 p.e., at a discount of 


KJl IVJ. »vw v»v.. —--- ~ *-■ 

10%) as per Resolution No.dated.) 


3. 


Dr. 


Machinery Account 

To 8% Debentures Account 
To Debenture Premium Account 
(Allotment of 900 debentures of Rs. 100 at a 
premium—i.e., Difference between Cost of 
Machinery and Facj Vulue of Debentures —of 
Rs. 10 each) 


Dr. 


Debenture Suspense Account 
To Debentures Account 
(Being the issue of 10,000 debentures of Rs. 100 
each as Collateral Security to the Bank for a 

loan of Rs. 8,00,000 as per Resolution No. 

dated.) 


Rs. 

5,40,000 

60,000 


Rs. 


* 


6,00,000 


99,000 


90,000 

9,000 


10,00,000 


10,00,000 


•(a) The Debentures issued as Collateral Security should be shown sepa¬ 
rately from those issued for some consideration, l.e. t for cash or 
assets. 


(b) When the loan is repaid, the above entry is reversed. Loan Account 
closed and the Debentures are received back from the Bank. 


fr) Instead of passing such a journal entry. It can be merely stated below 
' the Item “Loan from Bank" (under the head 'Secured Loans), as 
•Secured by 10,000 debentures of Rs. 100 each a3 Collateral Security*. 


i 


Place in Balance Sheet and Treatment 

(i) Debentures are shown on the Liabilities sides under the 
head ‘Secured Loans’ or ‘Unsecured Loans’, as the case may be. 

Discount on Debentures appears on the Assets side under the 
head ‘Miscellaneous Expenditure’. This loss is written off over a 

certain number of years. ... ...... . .■ . 

(in) Debenture Premium is shown on the Liabilities side under 

the head, ‘Reserves and Surplus’. 


OF REDEEMABLE DEBENTURES AND 
PREFERENCE SHARES 


A Companey can issue redeemable, debentures and preference 
. ... either at par or at premium or at discount. If such debentures 
shares are Redeemable at par, the entries arc similar to those of 
or ,; narv ,. har es as explained in earlier pages. However, if such shares 
Aeb7n tures arTredeemahle (refundable) at premium, there is a 
° F ^ b of creating provision tor the “Premium on Redemption of such 
Xres or debentures” at the time of issuing such shares or debentures. 
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The students should remember the following entries in respect of 
redeemable shares or debentures : 

(«) When Debentures Issued at Par and Redeemable »t Par__ 


At the time of Issue 


Bank Account 

To Debentures Account 
(Debentures issued at par) 


At the time of Redemption 


Dr. Debentures Account 
To Bank Account 
(Debentures redeemed at par) 


(6) When Debentures Issued at Discount but Redeemable a* 
Par _ 


Ran* Account Dr. Debentures Account 

ass Dr - cdMss ffis- - -> 

(Debentures issued at discount) 

(c) When Debentures Issued at Par but (repayable) Redeem¬ 
able at Premium 


Bank Account Dr. 

Loss on Redemption of Debentures Dr. 
To Debentures Account 
To Premium on Redemption of 
Debentures Account 
(Provision for premium on Redemp¬ 
tion credited at the time of issue only) 


Debentures Account (Par Value) Dr. 
Premium on Redemption Account Dr. 
(Premium Value) 

To Bank Account ( Actual Payment) 
(Debentures redeemed at premium) 


(d) When Debentures Issued at Discount but Repayable at 

Premium 

Bank Account Dr. Debentures Account (Face Value) Dr. 

Discount on Issue Account Dr. Premium on Redemption Account 

Loss on Redemption Account Dr. (Premium Payable) 

To Debentures Account To Bank Account (Actual Payment) 

To Premium on Redemption A/c (Debentures repaid at premium) 
(Premium on Redemption of Deben¬ 
tures created at the time of issue only 
by debiting “Loss on Redemption A/c“) 

ILLUSTRATIVE PROBLEM NO. 3 

Journalise the following in the books of a Limited Company : 

(а) 4,000 6% Preference shares of Rs. 100 each issued at par 
repayable aftar ten years at par. 

(б) 6,000 5% Debenture Bonds of Rs. 100 each issued at par 
and redeemable at 5% Premium after 5 years. 

(c) 2,000 7% Preference shares of Rs. 100 each issued at 5 V 
discount but repayable at par after 10 years. ° 
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(d) 5,0 r 0 7% Debentures of Rs. 100 each issued at 10% dis¬ 
count but repayable at 8% premium after 10 years. 

Solution and Notes : 

In fact, from practical point of view, there is no difference bet¬ 
ween loss (by way of discount) on issue of dcbcnUncs aid loss (by 
way of premium) on redemption of debentures. However, for the sake 
of simplicity, they arc treated differently and recorded accordingly. 

JOURNAL 


Dale 


Particulars 


(<*)1 Bank Account Dr. 

To 6% Preference Share Capital 
(4,000 6% Redeemable Preference Shares issued 
at par) 

(a)2 6% Preference Share Capital Account Dr. 

To Bank Account 

(4,000 6% Preference Shares redeemed at par) 

<6)1 Bank Account Dr. 1 

Loss on Redemption of Debentures Dr. , 

To 5% Debentures Account 
To Premium on Redumption of Debentures , 
Account i 

(Issue of 6,000 5% Debentures of Rs. 100 each at 
par but repayable at Rs. 105 after 5 years) 

<6)2 5% Debentures Account Dr. 

Premium on Redemption of Debenture A/c Dr. 
To Bank Account 

(6,000 5% Debentures of Rs. 100 each redeemed ! 
at Rs. 105 each) i 


Dr. | 

Cr. 

4,00,000 

4,00,000 

4,00,000 

4.00,000 

6.00,000 

30,000 

mmmm mmrnt • 


6,00,000 

30.000 


6,00,000 

30,000 


6,30.000 


Bank Account Dr. • 

Discount on Issue of Shares Account Dr. i 

To 7% Preference Share Capital Account 
(2.000 7% Preference Shares of Rs. 100 each 
issued at 5% discount, repayable at par) 


Dr ! 


(c )2 7% Preference Share Capital Account 

To Bank Account 

(2,000 7% Preference Shares repaid at par) 


Bank Account 

Discount on Issue of Debentures Account Dr. 
Loss of Redemption of Debs. Account Dr. 

To 7% Debentures Account 
To Premium on Redemption of Debentures 
Account 

(5.000 7% Debentures of Rs. 100 each issued at 
10% Discount, repayable at 8% premium) 


7% Debentures Account L/r. 

Premium on Redemption of Debentures A/c Dr. 

To Bank Account . 

(5,000 7 r ' n Debentures redeemed at 8 4 py epvum) 



1,90.000 

10,000 


2,00,000 


2 , 00,000 


2,0 ,0C0 
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- **-s= »,* jjtws st~ 

such should not be written »* *»>[**?ffictitious asset and should be 
written ^off^on* yeaHy* 1 instalment basis over a certain num er 

-——s. i*. gS.'ES: *¥£ 

fore, it must be shown on the in g off the fictitious assets and 

capital surplus can be utilised 3shares, debentures etc. 

capital losses such as discount on . / e ^ payab le at the 

Premium on redemption o debentures Ho a ever it is essen- 

time of repayment or redemption ol^deben . ^ aside ycarly 

tial to make provision tor it wen in - 

am ° Unt REDEMPTION OF DEBENTURES 

open market before expiry of the period. 

Amount to be paid on redemption depends upon the terms and 
conditions of issue and redemption and also OI i ^cmnstanc 
case. Debenture can be redtemed at par or premium 

^Debentures can be redeemed either (i) out of profit*, <*)«** £ 
provision mad-, for redemptions, (w) out of capital, and (iv) by convert 
tng them into new debentures or shares. 

Methods of Redemption 

One of the following methods can be adopted by a company to 
repay the redeemable debentures : 

1. Sinking Find Method, and Insurance Policy Method. 

2. Purchase of Own Debentures . 

3. Drawing of Lois and Issue cf New Shares or Debentures . 


1. Sinking Fund or Debenture Redemption Fund. 

A Sinking Fund or Debenture Redemption Fund is created by 
setting aside certain amount every year. The amount to be set aside 
from the profits is ascertained with reference to ‘Sinking Fund table 
discussed in ‘Depreciation Chapter’. An amount, equal to the yearly 
premium plus interest on the balance of investment at the beginning of 
the year, is invested in some outside securities to provide for the funds 
at the time of redemption. Such investments are realised at the time 
of redemption and with the help of the amount so realised, the 
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debentures are redeemed without affecting the working capital of the 

Sinking Fund method is similar to Depreciation Fund method dis¬ 
cussed earlier in chapter on ‘Depreciation slnd Reserves. 
Proforma Entries : _ 


Year 


Transaction 


Entries 


First 

year 


(i) When the Sinking Find is P. & Appr. A/c. * Dr. 
created. To Sinking Fund A/c 


(ii) When Sinking Fund is in- Sinking Fund Investment 
vested in outside securities. A/c Dr. 

To Bank A/c 


Second 
& sub¬ 
sequent 
years. 


(i) When interest on (last Bank A/c Dr. 

year balance of) invest - To interest on S.F. In* . 

ment is received. vestment. 1 


(it) When interest transferred 
to Sinking Fund. 


Interest on S.F. Investment 

Dr. 

To Shinking Fund A/c 


(tit) When Sinking Fund is 
created as usual. 


P. & L. Appr. A/c Dr. 
To Shinking Fund A/c 


(iv) When yearly instalment 
along with interest inves¬ 
ted. 


S. IF. Investment A/c. Dr.. 
To Bank A/c 


Last 
year or 
year of 
Redem¬ 
ption. 


(t) Interest on Investment 
re ceived. 


Bank A/c. Dr.. 

To Interest on Invests 
ment 


(it) Interest Transferred. 


Interest on Investment Dr. 
To Sinking Fund A/c 


(Hi) Fund created as usual. 



(iv) Investment sold and realised Bank A/c Dr.. 

To S.F. Investment 


(v) Debentures redeemed Debentures A/c Dr. 

along with Premium etc Premium on Redemption 

Dr. 


To Bank A/c. 
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Note : For the last time, yearly instalment with intrest should not 
be invested in outside securities. 

ILLUSTRATIVE PROBLEM NO. 4 

Gn m-1970, A Ltd. issued Rs. 1,00,000 5% Debentures of Rs. 
100 each at par redeemable in 5 years. The necessary funds for re- 
ilpdon are to be provided by creating a SWOnjFu-d and havmg 
an annual investment to yield 5% compound interest. 

The Sinking Fund Table shows that^investment of Rs. 0 180J75 
annually over five years feches Re. 1 at 5%. 

Write necessary accounts and show the redemption of Deben- 

tures. 

Solution and Notes : 

(а) The two important accounts needed to be opened are 
(p Sinking Fund or Debenture Redemption Fund account and (2) 
<Sinking Find) Investment Account. 

(б) The yearly amount to be set aside is=0* 180975 X ^,00^000 

(c) The annual investment of Rs. 18,097 50, along with j/ q 
interest will fetch Rs. 1,00,000 after five years. 

(<£) The amount so accumulated will be utilised to redeem Rs. 
1,00/00 5% Debentures. 

Dr 1. Sinking Fund [or Deb. Redemption Fund] Account Cr. 

- i i 

i 8,097 50 31.12.70 By P. & L. Appr. 18,097 50~ 

18,097 50 I 18,097 50 


31.12.70 To Balance c/d 


31.12.71 To Balance c/d 


37,099 

88 

37,095 

88 



By Balance b/d 
By Interest on 
Investment 
By P & L Appr. 


1.1.72 By Balance b/d 
31 12.72 By Interest on 
Investments 

31.12.72 By P & L Appr. 
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31.12.73 To Balance c/d 


78,0021 49 I 1.1.73 By Balance b/d 
31.12.73 By Interest on 


57,052 37 


31.12.74 To General 
Reserve 
( Balance 
Transferred) 


78.002 49 



31.12.70 To Bank 


1.1.71 To Balance b/d 
To Bank 
( 18,097.50 
+904.88) 


To Balance b/d 
31.12.721 To Bank 

( 18,091-50 
+ 1854-9)) 


1.1.73' To Balance b/d 
I To Bank 
I (18,097'50 

+285262) 


1 1.7 A To Balance b/d 


8,097 50 * 31.12.70 By Balance c/d 18,097 


18.097 50 


H 1 U 


31.12.71 By Balance c/d 


37,0991 88 


37,099 88 


B> Balance c/d 


31.12.73 By Balance c/d 78 



By Bank 

(Realised) 78,002 49 


78,0021 49 


78 , 00 ; 49 
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3 Debenture Holders Account 
Dr. _|--- 

Z „ y. 31.12.74 I B: 

, 31.12.74 To Bank 1 OO.OOC 00 1 


1,OO.OOC 00 

31.12.74 

1 , 00.000 00 



Bank 

( Transferred) 1 , 00,000 00 
1,00,000 00 


■^r~~ 7 T~Last instalment along with interest is not invested. 

° 2. Debentures are first transferred to Debenture Holders 

and then paid the total. 

3 . Interest on Investment in last year is a balancing figure 

to make Rs. 1 , 00 , 000 . 
illustrative PROBLEM NO. 5 

The Swastik Engineering Co. Ltd. had issued 6 % Debentures 
„ 9 00 000 They were redeemable at 5 ^ Premium on 31 st 

n r 1974. On the that date the other concerned ledger accounts 
showed the following balances : 


Debenture Redemption Fund Account 2,10,000 

Dtb Redemption Fund Investment (in 5% 

Central Govt. Loan, 1982 of the Face Value 
of Rs. 1,85,000) ... ... J .8 .0C0 

Bank Account • •• ••• 2,21,5UU 

Premium on Redemption of Debentures ... 10,000 

On 31st Dec., 197 f the Investments were sold at 101% and all 

the Debentures were duly redeemed. 

Write up all the concerned Ledger Accounts and show the 
redemption of Debentures. 

_ 1 . Debenture Redemption Fund Account Cr. 


A/l • 

31.12.74 

To General Reserve 
(Balance Tras- 
ferred) 

2,15,850 31.12.74 

By Balance b7d 

By Investments 
(Profit 
Transferred) 

2 , 10,000 

5,850 



2,15,850 | 


2,15.850 

Dr. 

2. Debenture Redemption Investment Account 

(5% Central Govt. Securities, 1982) 

Cr. 

31.12.74 

To Balance b/d 
(Face Value 

1,85,000) 
To DebT Redm. 
Fund (Projit 
Transferred) 

1,81,000 31.12.74 

5,850 

By Bank (Sold at 
101 % /c., 

'• 85 > 000 *w) 

1,86,850 


1 

1,86,850 


1,86,850 


1,86,850 
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3. 6% Debentures Account 


31.12.74 To Bank 

(repayment) 



Dr. 4. Premium 


31.12.74 To 6% Debentures 
( Transfer ) 


2,10,000 31.12.74 By Balance b/d 2,00,000 

•• By Premium on 

Redemption 10.C00 

2 . 10,000 


31.12.74 By Balance b/d 




5. Bank Account 


To Balance b/d 

To Investments 

2,21,500 
1,£6,850 

31.12.74 

(Realisation) 

•* 


4,08,350 



(Redemption) 
By Balance c/d 


1,98,350 

4,08,350 


Insurance Policy Method 


This is an a,l crnativc to Sinking Fund method. This method is 
simple in foim as it saves the company of the procedure of investing 
realising interest on investment and reinvesting it as in Deb. Rcdemp- 
tion Fund method. Under this method, an insurance policy is pur¬ 
chased by paying annual premium. Such Policy will mature on the 
date when the Debentures lx cone redeemable. The total premiums 
paid will amount to less than the policy amount, whereas the policy 
amount will be equal to the amount required for redemption of 
Debentures. Thus, the diffeicncc between the ‘policy amount and 
premiums paid’ will be interest on premiums. 

This method serves double purpase, 

(1) it provides for the redemption funds and 

(2) also the risk involved in the transaction is covered. 


For better understanding pleas 4 refer to Insurance Policy 
Method in chapter on Depreciation. 

2. Purchase of own Debentures 


Yet another method of redemption of debentures is to purchase 
back its own debentures in open market with the following objects : 

(0 Purchase of Debentures for Cancellation ; 

(it) Purchase of Debenture s for Re-issue ; and 
(iti) Purchase of Dibentuns for Investment. 

Whether debentures are purchased for cancellation or re-issue 
or as general investments, the fact is that they are withdrawn or 
taken back from the debenture holders by paying them either at par 
or at premium. 
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When purchased for investments, the company steps into the 
shoes of the general investor, and the own debentures so purchased 
sn treated as if they are the normal investments, and, therefore, 
* ^corded on the asset side until they are cancelled or reissued. 

Proforma Entries on Purchase of Own Debentures 


Transaction 


Entry 


1. When Debentures are Pur¬ 
chased at par. 


2. When Debentures are Pur¬ 
chased at a Discount ( Dis¬ 
count being c tpi/al profit). 


Own Debentures A/c 
To Bank A/c 



Own Debentures A/c Dr. 

To Bank A/c 
To Profit on Purchase of 
Debentures A/c 


Own Debentures A/c Dr. 

Loss on Purchase of Deben¬ 
ture A/c Dr. 

To Bank A/c 


Debentures A/c Dr. 

To Own Debenture A/c 


Alternatively, the following cn'iies can be given : 


Transaction 


Entry 


When the own Debentures 
are purchased and recorded 
at actual cost (Fair Value). 


Own Debentures A/c 
To Bank A/c 


When the own Debentures 
are cancelled. 

Jf the actual price paid for 
the oum debentures is less 
than r their nominal volume , 
thrni the difference is profit. 


(a) Debentures A/c (at Face 
Value) Dr. 

To Own Debentures A/c 

(At Actual Cost) 
To Profit on Purchase of Own 
Debcntuies ( Diff .) 


(b) If the actual priece pa d for 
the oum debentures is more 
than the nominal value the: 
difference is capital loss. 


(b) Debentures A/c (At Face 
Value) Dr. 

Loss on Purchase of 
Own Debentures A/c 
(Diff.) Dr. 

To Own Debentures A/c 
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Interest on Own Debentures Purchased 

Interest can very well be ignored when a company purchases its 4 
own debentures in open market immediately after intcitit on such ^ 
debentures has been paid. But if they are purchased before the due 
date for interest payment, then the problem arises as to whether the 
price paid for the debentures is inclusive or txclvsive of interest 
accnud, upto the da’e of transactions. This depends upon the mode 
of quotation. There are two types of quotations. 

(a) Cum- Dividend or Cum-Intrest Price is price quoted for 
the debentures inclusive of the interest accurcd on them. Thus, when 
a company purchases its own 7% 1,000 debentures of Rs. 100 each at 
98 cum-interest in the middle of the interest period and d the 
intercut accurcd is Rs. 2,000 then the price payable for the own dc- 
bentures purchased amounting to Rs. 98,U00 \i.e. 1,000x98) is inclu¬ 
sive of debenture inteiest of Rs. 2,000, t.e., Rs. 96,0 0 to the deben¬ 
tures and Rs. 2,000 for interest. 

Thus the entry would be : 

Own Debentures Account (Fair Value) | 

Interest on Debentures Account ( Accurcd) 

To Bank A/c (Actual Cost= 1000 X 98) 

(Being purchase of 6% 1,000 debentures of 
98 each cum-interest). 

When the above debentures are cancelled, there will be a profit 
of Rs. 2,000 (t.e., Rs. 1,00,000-Rs. 98,000) to the company. 

(6) Ex-Dividend or Ex-Interest Price is price paid for 
debentures exclusive of interest accrued upto the. date, of transaction. 
Thus, in the above example the price of Rs. 98,000 is exclusively paid 
for the debentures, Apart from this, the company has to pay Rs. 
2 000 for the accurcd amount of interest to the date of transaction. 
The entry for the above transactions would be : 

Own Debentures A/c Dr. 98,000 

Interest on Debenture A/c (accrued) Dr. 20,000 

To Bank A/c (98,000 + 2,000) 1,00,000 

Thus in ‘ Gum-Interest’ quotation, no separate amount is paid 
to the seller for the accrued interest as the price paid for debentures 
is inclusive of such interest. However, in ‘Ex Interest* quotation, the 
seller, gets the price for interest accrued in addition to the price foi 

debentures. 

ILLUSTRATIVE PROBLEM NO. 6 

Z Co Ltd. issued 1,000 6% Debentures of Rs. 100/- in 1965 
•interest payable being on 30th June and 31st December every year 
On 30th April, 1975, the company purchased 200 debentures at Rs 
97 and cancelled them on 31st May, 1975. 


Dr. 96,000 

Dr. 2,000 

98,000 

Rs. 100 each at Rs. 
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V n n arc required to {a) Calculate the fair value (actual value 
..N ; f the price paid is (i) Cum-Intcrest, («) Ex-Interest. Give 
Journal entries^ both at the time of purchase and cancellation of 
debentures. 

Solution and Notes : 

Calculation of Fail- or Actual Value of Debentures 

(») When Own Debentures are purchased Cum-InUrest. 


Cum-Dividend Price (200 X 97) 

Less Inteiest for the expired period or 4 months i.e. 
from 1st Jan. to 30th April 1, 1975. 
(6/100x4/12x200x 100) which will not 
be paid to the seller separately 

Fair Value or Actual Cost of Own Dcbentuies 


Rs. 

19,400 


400 

19,00** 



Journal Entries 



1975 
Apr. 30 

Own Debentures Account 

Interest on Debentuies Account 

To Bank Account 

(Purchase of own debentures at 97 Cum-Int.) 

Dr. 

Dr. 

Rs. 

19/00 

400 

May 31 

C% Debentures Account (Face Value) Dr. 

To Own Debentures Account (Fair Value) 

To Profit on Cancellation Account 
(Cancellation of 2C0 Own Debentures of Rs. 100 
each) 

20,000 

1 

1 


19,400 


19,000 
1,1 CO 


(it) When Own Debentures are pu chased Ex-Inter, st 
Ex-Interest Pi ice (200x97) 

Add Interest for the expired period of 4 months 
i.e., from 1st Jan to 30th April 75 
(6/100x4/12x200x 100) which must 
be paid to seller separately 


19,400 


Actual payment made 


19,800 


Journal Entries 


1975 

Apr. 30 


May 31 


Own Debentures Account Dr. 

Interest oh Debentures Account Dr. 

To Bank Account 

(Purchase of Own Debentures at Rs. 97 Ex-Interest 

6% Debenture? Account Dr. 

To Owj Debentures Account 
To Profit on Cancellation Account 
(Cancellation of 2C0 own debentures of Rs. 100 
each, ex interest) 


Rs. 

19,400 

400 


20,000 


19.8C0 


19,4( 0 
600 
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•(4) Drawing of Lots and Issue of New Debentures 

Acoording to the terms of issue, debentures of a fixed amount 
can be redeemed at the end of each year beginning from an agreed 
year. For this purpose, the company picks up a certain number of 
•debentures or a portion of fixed debentures every year and redeems 
them at agreed rate, at par, premium or discount. This method 
is followed when it is not decided in advance as to which debentures 
are to be redeemed when. The following illustration will make this 
point clear. 


ILLUSTRATIVE PROBLEM NO 7 

On 1-1-1965, Bharat Co. Ltd. issued Rs. 50,000 5% Debentures 
at a premium of 10%, interest being payable in two halt yearly instal¬ 
ments, i.e.y on 30th June and 31st December every year. These deben¬ 
tures are to be redeemed in three years starting from 31-12-1972 and 
drawing tols for Rs. 10,000, Rs. 20,000 and Rs. 20,000 respectively. 

Pass necessary entries at the time of issue and redemption. Also 
pass the entiies for interest payments. 
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alt? 73 I 5% Debentures Account Dr. 

3 1 To Bank Account 

(Redemption of Rs. 20,000 debentures by 
drawing lots) > 


Debentures Interest Account Dr. 

To Bank Account 

(Payment of Deb. Interest at S% on Rs. 20,000 
for 6 months) 


31.12.74 | Debenture Interest Account 
To Bank Account 

(Payment of Deb. Interest at 3% on Rs. 20, 
for second half of the year) 


5% Debentures Account Dr. 

To Bank Account 

(Redemption of remaining debentures at par) 


Conversion of Old Debentures into New Debentures 

When it becomes necessary for the company to issue fresh 
debentures at a lower rate of interest then the old debentures it may 
issue new debentures or shares and give option to the holders of old 
debentures either to accept cash in redemption of their old deben¬ 
tures or get them converted into new debentures. In other words 
conversion is nothing but an exchange of new debentures of lower 
rate of interest normally for the old debentures carrying higher rate 
of interest. The journal entry for such an exchange would be as 
under. * 

7% Debentures Account (Old Debentures ) Dr. x x 

To 5% Debentures Account M 

(New Debentures) 

(Conversion of 7% (Old) debentures of Rs. .. 

for 5% (New) debentures of Rs.) 


ILLUSTRATIVE PROBLEM NO. 8 

On 1st Jan., 1965, a limited company issued Rs. 1, 00 000 6°/ 
debentures of Rs. 100 each at par repayable at 5% premium As 
per terms of issue, the debenture holders had an option to convert 
their holdings into 4% Preference shares of Rs. 100 each at a 
premium of 20% at any time after 3 years. 

On 31 st Dec,, 1967 a holder of 120 debentures gave a notice 
exercising the up lion. 

Interest on debentures for full year had accrued and remained 
unpaid until 31st Dec., 1967. Interest for the past two years has 
been paid as and when due. 

Pass necessary journal entries. 

Solution and Notes : 

120 Debentures of Rs. 100 along with its premium of 5°/ are 
PPA-1I/35 
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exchanged for 4% Preference shares at a premium of 20 %. There¬ 
fore the exchange is : For one debenture of Rs. 100, amount 
payable at 5% Premium is Rs. 105. So, for 120 debentures, 
Rs. 12,600 are payable. Every Preference share of Rs. 100/- given 
at 20% Premium means paying Rs. 120. Thus, for paying Rs. 120, 
one Preference thare is issued, and for paying Rs. 1 2,600, 105 
Preference shares are issued. Their- capital amount will be 
Rs. 100X 105=Rs. 10,500 and 20% premium thereon, Rs. 2,100. 
total Rs. 12,600. 

Journal of Ihe Company 


1.1.65 

Bank Account Df. 

Loss on Redemption Account Dr. 


Rs. 

1,00,000 

5,000 

Rs. * 


To 6% Debentures Account 

To Premium oo Redemption Account 


1,00,000 

5,000 



(1,000 6% Debentures of Rs. 100 issued at 
par, redeemable at 5% premium) 




31.1267 

Debentures Interest A/c Dr. 


6,000 



To Debentures Interest Outstanding 
(One year's interest on debentures outstanding) 


6,000 


•• 

6% Debentures Account (150x100) Dr. 1 

Premium on Redemption Account Dr. 


12,000 

600 



To 4% Preference Share Capital Account 

To Premium on Issue.of Shares • 


10.500 

2,100 



(Issue of 105, 4% Preference Shares of Rs. 100 
each at 20% Premium in exchange for 120 6% 
Debentures of Rs. 100 each at 5% Premium). 


1 


1 


EXERCISE 12 

1. What are debentures? Explain the need for issuing 
debentures by a company. 


2. Give proforma entries when debentures are issued 

(a) at par and redeemable at a premium ; 

(b) at discount and redeemable at a premium. 

3. What are the different kinds of debentures ? What is the 
basis for such a classification ? 

4. Differentiate between the equity shares and debentures. 

5. State how would you deal with the following : 

(!) Profit or loss on sale of Investments ; 

(ii) Profit on redemption of debentures ; 

(iii) Premium paid on compulsory redemption of deben- 

tures ; ' • 

(iv) Debentures purchased but not cancelled ; 

(v) The shortfall in interest accrued on the Sinking Fund. 

(C.A. Final , 1965) 

What entries for the redemption' of debentures will be 
done when— 

(a) debentures are redeemed by annual drawing out of 
profits ; 
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(by debentures are redeemed by drawing a lot out of capital ; 

(c) debentures are redeemed by purchasing them in open 
market where the Sinking Fund for their redemption (a) is provided 
( b ) is noLprovided. 

7. What are the different methods of redeeming the deben¬ 
tures ? Explain in brief. 


8. Journalise the following transactions s 

(a) 100 debentures issued at Rs. 100, repayable at Rs. 100. 

(b) 200 debentures issued at Rs. 95, repayable at Rs. 100. 

(c) 300 debentures issued at Rs. 100, repayable at Rs. 105. 

( d) 400 debentures issued at Rs. 105, repayable at Rs. 100. 

(e) 500 debentures issued at Rs. 95, repayable at Rs. 105. 

Note. The face value of each debenture is Rs. 100. 

-y * 

9. A Ltd. company issued 1,000 6% Debenture Bonds of 

Rs. 100 each at a premium of 10 per cent repayable at the end of 
10th year. The Debenture bonds were issued at 25% on application, 
35% on allotment including premium and the balance on First and 
final call. All the moneys were received duly. 

Pass the necessary journal entries on issue and redemption of 
debentures. 


10. A limited company issued 9% debentures of Rs. 4,00,000 
\in debentures of Rs. 1,000 each) payable as Rs. 200 on application, 
Rs. 200 on allotment, and the balance one month after allotment. 
The debentures issued were all subscribed for and the amounts 
w^eceived on due dates. The premium was to be collected on all 
shares on allotment. 


Give journal entries and ledger accounts pertaining to the 
above transactions. (P.U.C. Board , Bangalore) 

1 1. Jupitor Company Limited made an issue of Rs. 4,00,000 
m 6% First Mortgage Debentures of Rs. 100 each at a discount of 
‘/o- The list was opened, closed and allotment made on 30th June, 
1974. The subscriptions were payable as follows : 10% on appli- 
40% on allotment; 25% on 1st August and the balance on 
30th November, 1974. Under the terms of issue, payment could be 
made m-full on 1st August, 1974; and on any amount paid 
« advance interest was to be allowed at 5% p.a. Such interest was 
not to be deducted from the subscribers’ payment, but the company 
*as t° pay it independently. Fifty per cent allottees took advantage 
ol this advance payment clause and the rest paid the amount on 


Journalise the entries in the books of the company. 

Rs inn P ^ m j, tr D C ^« ical Ca Ltd " issued 1.000 debentures of 
Ks. 100 each at Rs. 110 payable on them as follows : 

On 4 1-73 20% on application 
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On 4-4-73 40% including premium on allotment and t 
Balance on Call on 1-1-73. 



All the debentures were fully subscribed and the amounts were 
received as and when called, except the allotment amount on 1 
debentures and call on 200 debentures. 


A debenture holder holding 300 debentures paid the full 
amount of call along with the allotment money. 



Give journal entries and necessary ledger accounts and Bank 
account. 


13. Journalise the following : 


(a) Kanpur Constructions Ltd. issued 1,000 3% Debentures of 1 
Rs. 100 each at par for a period of three years, repayable at par. i 

(b) Gauhati Refinery Ltd. issued 4,000 4% Debentures 
Rs. 100 each at par for a period of five years on condition that 
same shall be redeemed at a premium of 5%. 

(c) Jullundar Engineering Co. Ltd. issued 1000 4% Debenture* 
of Rs. 100 each at par repayable after six years at a premium 
of 6%. 

( d) Indian Company Ltd. issued 3,000 6% Bonds of Rs. 100 
each at a discount of 3% redeemable after five years at par. 



(e) National Company Ltd., issued 5,000 5% Debentures of 
Rs. 500 each at a discount of 3% for a period of ten years, redeem^ 


able at 5% premium. 

/ 

Redemption of Debentures 

14. Calcutta Colour Corporation issued on 1st Jan., 1970,. 
debentures for Rs. 60,000 at par, which are repayable in 1975 at a. 
premium of 5 per cent. The company resolves to create a Capital 
Redemption Fund at 4% compound interest. 




Show Debenture Redemption Fund Account and Debenture 
Redemption Find Investment Account for all the six years. 


The annual instalment which would produce Rs. 63,000 in six j 
years at 4 per cent is Rs. 9,497 94. (Calcutta Univ.Q 

15. Ichalkaranji Weavers Limited' issued 5% Debentures^ 
Rs. 4,00,000 on 31st Dec. 1968. The Debentures are to be redeem- - 
ed out of the profits of the company by transferring Ks. w.uw 
p.a. commencing from 31st Dec., 1969 , to a reserve which w* 
invested in 5% Central Govt. Securities, 1978, without 
interval. 
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• a riti* Debenture Redemption Fund 


Account ana ueocmuiv ^ 1070 

the four years ending 31st December 1972- 

Note. 


Fractional interest is to be rounded to -ex^digU. 


.6. On 1-1-1972, a Cotnpa^ “SSTVS 

Rs. 100 each at par, the whole provided a Sinking Fund of 

the redemption of these <* ebe “ ’ e ] ar P This amount is invested 
Rs. 10,000 at the end of every The intere st of these 

SSSti'i. .1* securities u. P « every y=«. 

ir\'7‘2 fomnanv redeemed Rs. 7,000 deben- 
tures amount was raised by selling 

Rs. 8,000 Govt. Securities at 95/>. 

~ -tict Dec 1974. the Company sold Rs. 6,000 Govt. 
,,,„rS” S 3 i 4%'p«»jum .»d used .he proceed, ,o redeeu, 

*Rs. 5,000 debentures at 98 

Write the necessary accounts in the books of * b « ^P a ny for 
1972, 1973 and 1974. 

17. Madras Manufacturing Company Ltd. issues;on. 1 st Jan 
S a r,V,^c/ e X e for 3 the 

%£°SSZ£! p h e'de"f,on . R hd 

Debenture Redemption Policy Account for all the three years. 

18 Kirloskar Co. Ltd. have 2,000 outstanding debentures of 
.Rs 100 each on which interest at 6 per cent per annum is payable 

‘hal'f vcarly on March, 31 and September 30. They purchase on 

July I, 1971, 400 of their own debentures at Rs. 97 per debenture for 
• reissue. 

Pass journal entries to record the above transactions on the 
agreed price (a) Ex-Interest, and ( b) Cum-Interest. 

19 Joy Co. Ltd. had on 31-3-1970, 5% Debentures of Rs. 
1,14 000 and the Redemption Reserve ot Rs. 77,000. Interest is 
payable on debentures on 31st March and 30th September and has 
been paid up-to-date. The company has the right to repay the 
debentures either by periodical drawings or by purchase in the 
market. 

On 1st May 1970 the company purchased in the market for 
cancellation Rs. 4,000 of the debentures at a cost of Rs. 3,886 and 
on 1st Dec., 1970 a further Rs. 4,000 of the debentures at a cost ot 
Rs. 3,742. Interest on the remaining debentures was paid on 30tn 
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Sept., 1970 and 31st March, 1971 and on the latter date Rs. 7,500 j 
was transferred to the credit of debenture redemption reserve. ; 

?ass the journal entries and show the ledger accounts. 

20. Karnatak Co. Ltd. issued 3,000 7J% Debentures of Rs. 10(>\ J 
each at par. A Sinking Fund is being created to provide for 
payment. Under the terms of issue, the company retained the • I 
right of purchasing debentures in the open market for cancellation. 

On 1st Jan. 1969, the Directors of the company purchased | 
Rs. 30,000 Debentures at Rs. 98 each. In order to provide for the 1 
redemption, they realised Rs. 20,000 Jagirdari Bonds at 80% and 
Rs. 13,400 stock of J.K. Ltd. 

On 1st Jan. 1969, just before the date of redemption, the 
following was the position : 

1. 7$% Debentures Rs. 2,00,000. 

2. Debentures Sinking Fund Rs. 1,90,000. 


3. Deb. Redemption Fond Investments. 

(a) Jagirdari Bonds Rs. 1,00,000 at cost Rs. 70,000. 

(b) Stock of J.K. Ltd. Rs. 1,20,000 at cost Rs. 1,11,000. 

You are required to make journal entries for the redemption 
of debentures and give the revised balances of the above accounts 
as would appear in the Balance Sheet. , (K.U.D. 1973\ 
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; - [FINAL ACCOUNTS] 


Final Accounts 

The term final accounts is popularly (though it is not true) 
used to refer to (a) Profit and Loss Account, and (6) Balance Sheet 
A company, like any other organisation must prepare its final 
accounts annually. The principles and methods of preparing the 
final accounts by joint stock companies are the same as in case of 
other organisations. However, the form and contents of these two 
statements are governed by the relevant provisions of the Com- 

panies Act. 

Form of Profit aod Loss Account 

The Act does not give any fixed form of Profit and Loss 
Account. But generally, it consists of Manufacturing and/or Trading 
Account, Profit and Loss Account and Profit and Loss Appropriation 
Account. Under the Companies Act [sec. 211 (2)] “every 

profit and loss account of a company shall give a true and fair view 
of the profit or loss of the company for a financial year, and shall 
^rnply with the requirements of Part II of Schedule VI appended 

to Companies Act. 


Profit and Loss Appropriation Account 

The balance on Profit and Loss Account is transferred to this 
account for necessary appropriations among necessary heads of 
accounts such as Reserves, Funds, Dividends and Certain Provisions. 
The balance on this account is shown as a separate item in the 


■2 


COMPANY ACCOUNTS—HI 


Balance Sheet under the head “Reserves and Surplus” Provisions 

% 

such as for Taxation, Repairs, Depreciation and Doubtful Debts 
•must be charged to Profit and Loss Account. 

Form of Balance Sheet 

The Balance Sheet of a company shall give a true and fair view 
of the state of affairs of the company as at the end of the financial 
year. “The Balance Sheet must be in the Form set out in Part 1 of 
Schedule VI or as near thereto as circumstances permit”. Further, 
in preparing the Balance Sheet due regard must be given to the 
instructions given at the end of the form of Balance Sheet. Every 
.Balance Sheet must be accompanied by Profit and Loss Account, 
Auditor's and Directors' Report and copies of these documents 
must be sent to all shareholders and debenture holders before 
general meeting and to the Registrar after Annual General Meeting. 

We reproduce the Form of the Balance Sheet as prescribed 
under the Act. Note that it is not in detail but broad heads of 
accounts and their important classifications are given. 

Proforma Balance Sheet 

At a Glance * 


I Share Capital 

I Fixed Asrcts 

II Reserve and Surplus 

II Investments 

III Secured Loans 

III Current Assets, Loans and 
Advances 

IV Unsecured Loans 

IV Miscellaneous Expenditure 

% 

V Current Liabilities and Provisions 

V Profit and Loss Account 

Total . Rs. 

Total Rs. 


Liabilities 


Assets 



a contract. without payments 
ini? received in cash. 





Figures for I Figures for Figures for 

Liabilities the curreat I (be previous Assets the current 
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the balance-sheet s^uld not oc twl ^ of the bala nce-sheet 

tzzssr b ‘ 

sho ™ ( ;;°K 
sseL-j s?- 35 '» * ,b ' books 

,he company shall be stateo. fwhether shown under “Invest- 

(g) A statement of in ve stment ( h= separately classi- 

ments ’under “Current Asf« should be annexed to 

pjing trade investments an ^ °‘^ of the bodies corporate, mdi- 

X balance-sheet showingthe namesot^^ ^orate in the same 

“S? T„““£r ".hifo; 

rriss."-® 

business is the c« of .n 

£&?¥ t—i «Ss s£s arrttt s 

managed companies shares of debw current assets 

(/,) If, in the opinion ^.‘^"on rcalisatioD in the ordinary 
loans and advances have not a valw amQunt at whic h they are 

““tSf, *25 is Of that opinion .lull be 

(i) Except in the case of the first Ja'ana-sheet lai^ responding 
sheet for*the corresponding date m the previous year. 

(i ) Current accounts with Directors, Managing Agents, Secre^ 

taries and Treasurers and Managers, whether they a , 
debit, shall be shown separately. 

ILLUSTRATIVE PROBLEM NO. 1 

The Ashok Manufacturing Company V'd., Delhi, was registered 
with a nominal capital Rs. 6,00,000 in equity shares of Rs. 10 each. 



* COMPANY ACCOUNTS—Jij 

TTic following is the list of balances extracted from its books on 
31st March, 1974. 


Furniture 
Calls in Arrears 
Plant and Machinery 
Business Premises 
Interim Dividend Paid 
Stock (1-4-1973) 
Sundry Debtors 
Goodwill 
Cash in Hand 
Cash at Bank 
Purchases 

Preliminary Expenses 
Wages 

General Expenses 

Advertising 

Freight and Carriage 


Rs. 

7,200 

7,500 

3,30,000 

3,00.000 

37,500 

75.000 

87.C00 

25,000 

750 

39,900 

1,85,000 

5,000 

84.865 

6.815 

10,000 

13.115 


Salaries 

Directors* Fees • 

Bad Debts 

Debenture Interest Paid . 
Subscribed , Called up. Paid-up] 
Capital 

6% Debentures 
Profit and Loss A/c (Cr.) 
Bills Payable 
Sundry Creditors 
Sales 

General Reserves 
Bad Debts Reserve (1-4-73) 


- Rs. 
14,500 
5,725 
2,110 
9,000 

4.00,000 

3,00,000 

14,500 

38,000 

50,000 

4,15,000 

25.000 

3,500 


The following adjustments have to be made : 

1. Depreciate Plant and Machinery by 5% ; Business Pre¬ 
mises by 2% and write off Rs. 1,200 on Furniture. 

2. Write off Rs. 1,000 from Preliminary Expenses 

3. Provide for half year’s debenture interest. 

4. The Reserve for Bad Debts on 31st March, 1974 should 
be equal to 1 per cent on sales. 

5. Directors’ fees are outstanding to the extent of Rs. 275 and 
salaries Rs. 500. 

6. Goods to the value of Rs. 1,500 were distributed as free 
samples during the year. But no entry in this respect had been 
made. 

7. The stock on 31st March, 1974 was valued at Rs. 95,000. 
You are required to prepare the Trading and Profit and Loss 

Account and Profit and Loss Appropriation Account for the year 
ending 31st March, 1974 and the Balance Sheet as on the same date. 
Solution and Notes : 


THE ASHOK MANUFACTURING CO. LTD. 

Trading and Profit and Loss Account 

Dr. for the year ending 31st March, 1974 Cr. 


To Stock 

To Purchases 

Less Used for Ad¬ 
vertisement 

Rs. 

1,85,000 

1,500 

Rs. 

75,000 

1,83,500 

By Sales 

By Stock 

Rs. 

. **• 

4 15,000 

95,000 

To Wages 

To Freight and Carri¬ 
age 

To Gross Profit 


84,865 

13,115 

1,53,520 






mw 



5,10,0C0 
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s o Salaries 

Outstanding 

To General Expenses 
To Directors* Fees 
Add Outstanding 

To Advertisement 
Add Goods distri 
i buted 

To Deb. Intel est 
Add Outstanding 


To Bad Debts , 

Add New Reserve for| 
D. Debts 

Less Old R.D.D. 

'•To Preliminary' Ex¬ 
penses (Written otf) 
To Depreciation 
Fuiniture 
Plant and Mach. 
Premises 

To Net Profit 



1,53.520 


Profit and Loss Appropriation Account 


To Interim Divideod 
„ Balance c/d 



By Balance b/d 
,, Profit and Loss Account 


(Net Profit) 


Rs. 

14.500 

68.725 

”83,225 


The Ashok Manafactnrfng Co. Ltd. 

Balance Sheet As on 31st March. 1974 


Uabilities 


I. Share Capital 

Authorised 

60,000 Shares of 
Rs. 10/- each 

Issued and Paid-up 
40,000 Shares of 
Rs. 10/- each fully 
-called up 
■Lest Calls in 
. Arrears 


Rs. 


Rs. 


Assets 


Rs. 


koo.ooo 


'4,00,000 
7,500 


3,92,500 


I. Fixed Assets 
Goodwill 
Business Premises 
Less Depreciation 

Plant and Mach. 
Less Depreciation 

Furniture 

Less Depreciation 

II. Investments 


25,000 

13,00,000 

6,000 


Rs. 


25,000 

12,94.000 


|3 «b,.3,500 


7.200 

1.200 


6.0C0 

Nil 








COMPANY ACCOUNTS— 


II. Reserves aod Sur¬ 
plus 

General Reserves 


25,000 

Profit and Loss 
Appropriation A/c 


45,725 

III. Secured Loans 

6% Debentures 


3.00,000 

IV. Unsecured Loaos 


Nil 

V. Current Liabilities 
and Provisions 
Creditors 


50,000 

Bills Payable 


38,000 

Outstanding Credi¬ 
tors 

Salaries 

500 

Directors* Fees 

275 

\ 

Deb. Interest 

9,000 

9,775 



8.61,000 


HI. Current Assets, 
Loans and Ad¬ 
vances 

Stock 
Debtors 
Less R.D.D. 

Cash at Bank 
Caih in Hand 

IV. Mlsc. Expendi¬ 
tures 

Preliminary Ex¬ 
penses 

Less Written off 

V. Profit aod Loss 
Account 


3 


87.000 95 ’ 0> 

4.150 82,41 


5,000 

1,000 



ILLUSTRATIVE PROBLEM NO. 2 

From the following trial balance of Asian Trading Co. 
Ltd., prepare Profit and Loss Appropriation Account and a Balance 
Sheet after making the following adjustments : 

Transfer Rs. 10,000 to Reserve Fund ; Rs. 5,000 to Employees’ 
Provident Fund and Rs. 5,000 to the Insurance Fund from the 
profits of the year. 


Debit Balances 


Land and Buildings 

Machinery 

Interim Dividend 

Stock 

Debtors 

Cash 

Calls in Arrears 



Credit balances - 


Profit and Loss Appropria¬ 
tion Account 
Profit and Loss Account 
(This Year's) 

Share Capital 

Creditors 

Reserve Fund 

Employees Provident Fund 

Insurance Fund 

Share Premium Account 

Forfeited Shares Account 



ji 

:ifn 
rr 
fix 
ll3h] 
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Solution and Notes : 

Profit and Loss Appropriation Account 


Dr. 

to interim D;** 31 * 

;; S^- Providcn, 

Insurance Food 
\\ Balance c/d 

Rs 

6.000 

10.000 

5.000 

5,000 

12.000 

"38,000 

By Balance b/d 
„ Profit and Loss Account 

Rs. 

7,000 

31.000 

"38,000 

Asian Trading Co. Ltd. 


Balance Sheet as on. 


f Share Capita* 1,00,000 

10- 000 

Rs. 

90,000 

I. Fixed Assets 

Land and Buildings 
Machinery 

Rs. 

50,000 

40,000 

II. Reserve* and 

(a^R^rve Fund 17,000 
Additions 10,000 

27,000 

II. Investments 

III. Current As«ets, Loans 
and Advances 

Stock 

34.000 

M g /\AA 

<M Employee* P.F. 8.000 

Additions 3,000 

13,000 

Debtors 

Cash 

25.000 

15,000 

(c) Insurance Fund 4,000 
' Additions 5,000 

9.000 

IV. Mlsc. Expenditure 

V. Profit and Loss Account 

• 


(d) Share Premium A/c 
U) Share Forfeiture A/c 
(/) Surplus 

i t Secured Loans 
■V* Unsecured Loaos 

V. Current Liabilities and 
provisions 

Creditors 

1,000 

2,000 

12,000 

10.000 


1,64.00( 

9 

1,64,000 


•note : stock shown in the trial balance is closing stock 
since the trading account has already been prepared. 


ILLUSTRATIVE PROBLEM NO. 3 

From the undermentioned Trial Balance of Teksun Ltd 
prepare a Trading and Profit and Ix>ss Account for the year ended 
31st March, 1972 and a Balance Sheet as on that date . 


FPA—11/36 
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Trial Balance as on 3:st March, 1972 


Share Cap.,., Na “ e ***** Account 

(Alutharlsrd : 2.000 P,,f Shares of Ps 100 each 
1 mop ofPe.i each) 

I ^ ares *£ Rs - 100 eac h * 

td?® 00 °rdmary shares of Re. 1 (of these, 1 00 000 
shaies are issued to vendors) * i.w.wu 

General Reserve 
Opening Stock 

Sundry Debtors and Creditors 

Bills Receivable 

Profit and Loss A/c-Balance 

Business Premises 

Plant and Machinery 

Furniture and Fittings 

Investments 

Motor Lorries 

Cash on hand 

Cash at Bank 

Interest paid 

Purchases and Sales 

Carriage Inward 

Carriage Outward 

Manufacturing wages 

Bad Debts 

Office Salaries 

Salaries and Commission to Salesmen 

Office ^xpensw 3nCC (FaCt ° ry Rs * 2 - 310 * Ocffic Rs. 890) 

Factory Expenses 

Lorry Expenses 

Preliminary Expenses 

Goodwill 


Rs. 


Dr. 

Cr. 

— 

1.00,000 

— 

3,50,000 

— 

25,COO 

85,000 


82,000 

43,150 

12,000 


— 

5,000 

1,00.000 


1.00,000 


13,000 

__ 

25,000 


22,000 


520 


1,22,640 

— 

5.200 

__ 

2,20.000 

3,59,550 

2,2* 0 


1.880 


32.000 

_ 

1.150 


7.200 


6,300 


3,200 

___ 

4.780 


3,720 


2,350 

. 

8,000 


22,560 

— 

8,82,700 

8,82,700 


Adjustments 

(1) Closing Stock, Rs. 96,000. 

(2) Depreciation : (a) Plant & Machinery at 10% p.a. (New 
Plants purchased on 30-9-1971, Rs. 25,000) ; ( b) Motor Lorries at 
20% (New Motor Lorries purchased on 30-9-1971, Rs. 10,000) ; 
(c) Office fittings at 4% p.a. (New office fitting purchased on 
1-4-1971, Rs. 5,000). 


(3) Reserve 5% on Sundry Debtors for Bad Debts. 

(4) Expenses due but unpaid—Salesmen's Commission, Rs. 
1,200; Factory Expenses Rs. 720; Office Expenses Rs. 160; 
Directors’ Fees, Rs. 2,000. 
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(5) Insurance paid in advance, Rs. 250 for Factory, and Rs. 100 
for Office. 

r < (6) Write off one-half of Preliminary Expenses and one-third 

of Goodwill. 

(7) Provision for Taxation, Rs. 3,240. 

(8) Transfer to General Reserve, Rs. 5,000. 

(9) Proposed Dividend on Preference shares @8% and on 
Ordinary shares @10%. 


Soution and Notes : 

m Depreciation should be calculated on the opening balance 
for 12 months and on additions from the date of purchase till 
31-3-1972. 

(2) The unwritten off balance on Preliminary Expenses A/c 
and Goodwill A/c should be taken to Balance Sheet. 


(3) The balance on P. & L. A/c must be taken in Profit & Loss 
Appropriation A/c and not in P. & L. A/c ; and the balance on the 
formc^account, after appropriation, should be shown as a separate 
item in the Balance Sheet. 


(4) The Balance Sheet must be prepared according to the 
prescribed form. 


TEKSUN LIMITED 



Tradiog Account 

For the year_cnded 31st March, 1972 


By Sales 

Closing Stock 


To Opening Slock 
„ Purchases 
„ Carriage Inward 
„ Manufacturing Wages 
„ Rates and Insurance 


Less Prc-paid 250 

Factory Expenses 3,720 
Add Outstanding 720 


Profit and Loss Account 
Gross Profit c/d 


1,09,850 

4.55.550 


* 


4,55,550 
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Profit and Low Account 

for the year ending 31-3-1972 Cr 


T.° Rales'and Insurance 890 ® y SSSJjwSfwS' 

Less Pre-paid 100 790 °“ Profit b/d 


ii *09,850 


„ Carriage Outward 1,880 

,, Travellers* Commision 
and sal arses 6.300 

Add Outstanding 1,200 7.500 

„ Office Expenses 4,780 

Add Outstanding 160 4,940 


,, Motor Lorries Expenses 
,, Director’s Fees 
>» Preliminary Expenses 
„ Goodwill 

„ Reserve for Bad Debts 
,, Interest 
„ Bad Debts 
,, Depreciation on* 

Motor Lories 3.400 

P'jnt 8,750 

Office Fittings 520 


•* Provision for Taxation 
„ Balance being 


Net Profit c/ 


2350 

2.000 

4.000 

7,520 

4.100 

5,200 

1,150 


12,670 


3,240 

45,310 

1,09,850 


1,09.850 


Profit and Lots Appro?* irtlo* A-'OTk * 
For the year ended 31 -t March, 3972 


To General Reserve (transfer) 
„ Proposed Dividend : 

Preference 8,000 

Ordinary 35,000 

„ Balancd c/d to Balance 
Sheet 



By Balance b/d 
„ Profit and Low 
Account — Net Pi afn 


Rs 

5,000 

45,3ia 


50,310 
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Teksun Limited Balance Sheet 

As on 31st March, 1972 


Liabilities , 

Rs. 

Assets 


Rs. 

Share Capital 

tSSWSSS^ofjy.100 

5,00,000 Ord. Shares of Re. 1 

> i 

’In 

Fixed Assets 

Goodwill 

Less Written off 

Rs 

22,560 

7.520 

15,040 


issued and Subscribed Capital 
1 000 Pref. Shares of Rs. 100 

1 00.CC0 Ordinary Shares or 

Re. 1 issued as fully paid 
io vendors 

2 50 000 Ordinary Shares of 

Re. 1 is sued for cash 


1 . 00.000 


Reserve and Surplus 
General Reserve' 
Balance 
Additions 


1 , 00,000 

es of 

i 2,50.000 
Total 4,50.000 


Plant and Mach. 1,00,000 

Less Depreciation 8,750 

Motor Lorries 22,000 

Lc-rr Depreciation 3,400 

Furniture and Fittings 


1 , 00,000 

91,250 

\ 

18,600 


Rs. 

25,000 

5,000 


Profit and Loss Appc. Account 
Net Profit for 71-72 2.310 

Current Liabilities and 
Provision 

Sundry Creditors 
Provision for Taxation 
Proposed Dividend 

Preference 8,0.0 

Ordinary 35,000 

Outstanding Expenses 
Travellers’Commission 1,200 
Factory Expenses 720 

Office Expenses • 160 

Directors’ Fees 2,000 


30,000 

2,310 


43.250 

3,240 


43,000 


Less Depreciation 

520 1 

12,480 

Investments 


25,000 

Current Assets, Loans 
and Advances 


Closing Stock 


96,000 

Debtors 

82,000 

Less R.D.D. 

4,100 

77,900 

Cash at Bank 


1,22,640 

Cash on hand 


520 

Bills Receivable 


12.000 

Prepaid Insurance 

Factory 

250 


Office • 

100 

350 


Miscellaneous Expenditure 
Preliminary 

Expenses 8,000 

Less Written off 4,000 


4,000 


4.080 

5,75.780 


5,75,780 


Depreciation 


1. On Plant and Machinery at 10 % p.a. 
On Rs. 75,000 for one year 
On Rs. 25,000 for six months 


7,500 

1,250 


8,750 
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On Motor Lorries at 20 % p.a. 

On Rs. 12,000 for one year 
On Rs. 10,000 for six months 


On Furniture and Fittings 

On Rs. 8*000 for one year and also 
On Rs. 5,000 for one year 


2.400 

1,000J 

3.400 


! 


A Few Important Items of Final Accoonts 



Where to Find 


1. Calls in arrears 

2. Calls in Advance 

3. For feited shares 

4. Share Premium 

5. Discount and expen¬ 
ses on issue of Shares/ 
Debentures 

6. Interim Dividend 

7. Final Dividend 

8. Proposed Dividend 

9. Unclaimed/Unpaid 

Dividend 

10. Dividend Received 

11. Interest Paid on Loan 
for acquiring any asset 

12. Debenture Interest 

13. (a) Provision for 

taxation 

( b ) Income-tax Paid 


14. (only) Income-tax 

Paid 


Trial Balance 

Dr. 1 

Trial Balance 

Cr. ' 

—do— 


—do— 


Trial Balance 

Dr. 

Trial Balance 

Dr. 

—do— 


Adjustment 


Trial Balance 

Cr. 

—do— 


Trial Balance 

Dr. 

(i) Trial Balance 
(//) Adjustment 

Dr. 

•trial Balance 

Cr. 

Trial Balance 

Dr. 

Trial Balance 

Dr. 

Adjustment 
(«) Adjustment 


(i7) Trial Balance 

Cr. 


Where Appears 


Less from Called-up share 
Capi tal* —Liabilities 
Liabilities—*C urrent 

Liabilities* 
Liabilities—Add in called- 
up share capital. 
Liabilities—* Reserves & 
surplus*. 

Assets— ‘Miscellaneous 
Expenditure/ 

Dr. Dr. P & L Approp. a/c 

—do— 

- do— and 
Liabilities —'Provisions*. 
Cr. Current Liabilities 

P&La/c -Cr. 

Dr. I Add in the Asset. 


— do-and Current 
Liabilities 
Dr. P & L a/c for excess 
of tax paid over provi¬ 
sion, or Show the excess 
of tax provision over tax 
paid, on Liabilities side 
—‘Provisions’. 


Dr. P & L a/c. 

(a) Dr. PAL a/c. 

(t/) Less from Asset 
Less from asset by add- 
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17 Transfer to Reserves 
' orFnnds 

18. Preliminary Expenses 


19 Under-Writing Com¬ 
mission or Brokerage 


Adjustment 

(/) Trial Balance Dr. 

(//) Adjustment 
(/) Adjustment 
(if) Trial Balance Dr. 
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(0 Dr. P & L Approp. a/c 
(/i) in the Reserve 
— Liabilities 

Unwritten off amount on 
Assets side —‘Miscellane¬ 
ous Exps.’ 

Dr. P & L a/c or P & L 
Approp. a/c, if so said 
—do — 

Assets -‘ M iScellancous 

Expenses’. 


Divisible Profits and Dividends 

Divisible Profits 

These are the profits available for distribution of dividends to 
. cWeholders Though Companies Act does not define the 
«° vwe orofits it states that no dividends shall be payable except 
d,V . «f trading surplus. Such a trading surplus, known as divisible 
calculated according to accepted accounting principles due 
P i f i°w a nce having been made for depreciation, taxation past trading 
e^c While arriving at the divisible profits, all the current 
^ses incurred in earning the revenue must be charged to such 
3-Tand further due allowance must be given for certain provi- 
rions such as for depreciation, taxation etc. required to discharge 
the future liabilities. 

DiVid !?f dividend is a share of the profits of a company, the profits 
. . „ %vided among the shareholders”.* It is the return on the 
\har g e capital not of t\te capital) and as such a share of the 
fieholders in total profits of the company. The legal provisions 
relating to dividend are : 

(i) dividend is paid in proportion to the amounts paid up on 

eSCh calls in advance should not be considered for dividend 

purpose . d _ dend shonld be pa . d even on ca „ s in arr ears, unless 

prohibited by the Articles ; and ...... .. . 

( iw ) dividend must be paid in cash unless it is capitalised 

by issuing bonus shares. 

Dividend can be paid out of the following possible sources ; 

(a) dividend out of money provided by the Government ; 

(b) dividend out of revenue, i.e., divisible profits ; 

(c) dividend out of capital profits, provided allowed by Articles , 

(d) dividend out of capita! as exceptional case under Section 
208 . 


and 
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Classification of dividend 

Dividends payable can be classified according to various points 
of view on their payment, i.e. 9 form of payment or time of payment 
or priority in payment or amount of payment. The following chart 
gives the clear idea of such a classification : 


Form of Payment 


<0 

<«> 


* 

Cash 

Dividend 

Scrip 

Dividend 


Dividend 

I 


Time of Payment 

i 

(0 Interim 

Dividend 
(/i) Final 
Dividend 


l 


Priority in Payment 
I 

(/) Preference 
Dividend 
01) Equity 
Dividend • 


(//<) S-iare Dividend' 


Amount of 
Payment 
4 - 

(/) Fixed 
Dividend 
00 Fluctuating 
Dividend 


Scrip Dividend used to be paid by the companies before 
passing of the Companies (Amendment) Act, 1960 by distributing 
shares or debentures of other companies. 


Interim Dividend is a dividend paid between two anual general 
meetings, i.e. 9 in the middle of the year, before ascertainment of the 
profit for the year. Directors have full authority to pay interim 
dividend in anticipation of profits and without the sanciion from 
the shareholders. However, directors will be personally liable to 
reimburse the interim dividend paid, if there are no profits at the 
end of the financial period. 

Calculation of Interim Dividend i Interim dividend is generally 
paid for six months. The calculation of actual amount depends 
upon the term used. If the interim dividend on Rs. 3,00,000 shares 
is 8% p a. t the actual amount is 8% of Rs. 3,00,000 for six months 
or 4% of Rs. 3,00,000 for the full year, i e. t Rs. 12,000. If, however, 
the rate is mentioned as 8% interim dividend on Rs. 3,00,000, the 
actual amount is simply 8% of Rs. 3,00,000 =>Rs. 24,000. To avoid 
this confusion, most companies mention the amount as so many 
rupees or paise per share as the interim dividend. 

Preference Share Dividend is always paid in priority to Equity 
Share Dividend. The rate of such dividend is also fixed in advance. 
Preference share dividend cannot be paid if there are no profits. 
Unless they are non-cumulative, preference dividends-are always 
cumulative and therefore payable in future when there are adequate 
funds. 

Calls in advance will not be considered for paying any 
dividend. 

Calls in arrears will be deducted from the called-up capital to 
arrive at the paid-up capital on which only the dividend is paid. 


Proportional dividend is paid on paid-up capital from the date 
of issue to the end of the year, when shares are issued in the middle 
of any year. 


is tax- 
the tax- 
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Income-tax on DM b le to the shareholder*. The 

dividend^nd the nrt amoUrevai^y rate) is paid to the Government 

^l^half of the rtarehoWe^ fey lhe ny . But, it 

Tax-free Drndena c r and fof thc company th. ... 
free for the shareholder on y, directly to the Govt, the 

liability still remams and ***** f 7% tax free 

appropriate tax oqo pa id t h e dividend, the share- 

preference shares ^Jof& 7 >™\ This net 

holders receive net amaeni • . adding to it the tax on its 

dividend will have t ^ the lax on dividend is @ 23% on grow. 

gross amount. At present Hence, the compan y will 

This htl^^/^-IU 2,300 to the govt. Thus total pr£ 
^s^dividendfls Rs. 7/700 net of tax + Rs. 2,300 tax-Rs. 10,000 

^OSS. " * 


Journal Entries for Interim Dividend 


i 


Transaction 


(I) Interim Dividend Paid during 
ihe year 


Journal Entry 


Interim Dividend ale 
To Bank a/c 


Dr. 


(A) 


Interim dividend transferred 


P & L Appropriation a/c Dr. 
To Interim Dividend ale 


Proforma Entries for Final Dividend 


1 . 


2 . 


3. 


4. 


5. 


6 . 


When Dividend Is Recomended 

P & L Appropriation a/c Dr. 

To Proposed Dividend a/c 
When Dividend is Declared 
Proposed Dividend a c 
To Dividend Payable 
To Income-tax 

When Dividend is Paid 
Dividend Payable a/c 
To Bank a/c 
When Income-tax is Paid 
Income-tax a/c 
To Bank a/c 

When Part of Dividend Remaios 
Unclaimed 

Dividend Payable a/c 

To Unclaimed Dividend 
When Unclaimed Dividend is 
Forfeited 

Unclaimed Dividend a/c 
To Capital Reserve a/c 


Dr. 

Dr 


Dr. 


Dr. 


Dr. 

a/c 

Dr. 


(This is not actually liabilities) 

Gross amount, i.e, % dividend before 
deduction of tax 
(This creates the liabilitty) 

(Gross dividend) 

(Net dividend after tax) 

(Tax deducted from the gross) 

Amount paid on claim made by share¬ 
holders 

Amount of tax deducted 
+ lax Payable on tax-free dividend. 

Amount of dividend unclaimed at the 

end of the year. 

Amount of unclaimed dividend for¬ 
feited _ 


• If there is no sufficient amount in P & L Approp a/c for 
dividend, transfer of the necessary amount is made Irom Dividend 
Equalisation Fund and/or General Reserve. 
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ILLUSTRATIVE PROBLEM NO. 4 
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Sun Co * Ltd - has issued 20,000 ordinary shares <*- 
Rs. 20,00,000, Rs 10,00,000 paid-up; and Rs. 3,30,000 7% pr<T 
ference shares , fully paid-up. For the year ending 31st Dec., 1974 

follows ? arned a profit of Rs 3 »°°,000 * hich appropriated as. 


(0 Rs. 25,000 towards Sinking Fund, 

00 7 % Preference Dividend, Tax-free, tax being 23% 
(m 0 10% Ordinary Dividend, tax being 23%. 

(iv) Rs. 50,000 to General Reserve. 

(v) Balance to be carried forward. 


Prepare Profit and Loss Appropriation Account, and pass 
journal entries for dividend proposed and payable. 


Solution and Notes : 


1 . 


Explanation is needed only on 7% Preference Dividend, as it 
is tax-free. Tax-free does not mean no tax is to be paid. But 
it means the tax liability is shouldered by the company itsell 
by paying 23% tax on behalf of the shareholder. The calcula* 
tions are as under : 


7 per cent dividend on Rs. 3,30.000 is Rs. 73,100 tax-free. This 
amount is net dividend in the hands of the preference shareholders 
who would have to pay 23 per cent income tax on their gross earn¬ 
ings. Thus Rs. 23,100=Gross Dividend less Tax paid = Gross Div. 
— 23% on Gross Div. 


Assuming gross dividend to be 100 , the formula is : Gross 
Dividend 


Net Dividend x 


100 


77 


100 


= Rs. 23,100x-^-=Rs. 30,000. 


or, =Net Dividend-!-^NetX • 

=Rs. 23,100+( 23.100X 
=23,100 -t-Rs. 6,900 


77 ) 
77 ; 


= Rs. 30,000. 
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T ° IrfposedPr^Tvidcnd 

„ Proposed ° rdina D y ividend 
General Reserve 
” Balance c/o 


Loss Appropriation Account 
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25.000 

By Balance bid 

Nil 

„ P & L a/c (N P.) 

3,00,000 

30.000 

l.00.000 
50.000 
95.000 



koo.oco 


3,00,000 


Journal Entries 


1974 
Dec. 31 


Dr. 


Profit & Loss Appropriation a/c 

To Proposed Preference Dmdend a/ c 

Pronoscd Ordinary Dividend a/c 

(Being dividend proposed® l0 % ° n R '* L J 
paid-up amount of ordinary shares and @ 7/ 0 
tax-free on Rs. 3,30,000 preferenc e sharw) _ 

"proposed Preference Dividend a/c Dr 

Proposed Ordinary Dividend a/c Dr. 

To Dividend Payable a/c 

(Being”dividend 'payable : Rs. 23.100 oni pre¬ 
ference share and Rs. 77.000 on ordinary shares. 
an5 the tax deducted from gross dividend 

proposed) _ 

— —-. Dr. 

Income-tax a/c ^ 

(Reins'the payment of income-tax on the divi¬ 
dend declared for the year ending 31st December 
1974. 


1.30.000 


30.0CO 

1 . 00.000 


30.000 

1.00.000 


1 , 00,100 

29.900 


29.000 


29.0C0 


of 


Note 1 Income-tax is paid directly to the govt, irrespective 
N * whether the relative dividend is paid or not. 

Dividend payable 


2 . 


As and when dividend is paid in 1975. 
a/c is debited and Bank a/c is credited. 

Issue of Bonus Shares 

Bonus shares are the gift shares issued to the present share¬ 
holders without receiving from them the equivalent value or price 
for such shares By issuing bonus shares, the company not < y 
distributes the excess of accumulated reserves or profits amongst the 
shareholders but ploughs back its reserves by capitalising them. 
Thus not paying the bonus in cash but by issuing the shares inst.a , 
the company converts the reserve into capital. 

Cash Bonus is given to shareholders when the company has 
built a large amount of undistributed profits and enough cash to 
pay without affecting the working capital. 
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Bonus shares can be issued out of the following : 

1. Profit and Loss Appropriation Account ; 

2. General Reserves ; 

3. Sinking Fund remaining after redemption of debentures ; 

4. Capital Redemption Reserves : 

5. Capital Reserves ; and 

6 . Share Premium. 

Bonus shares can be issued either at par or at a premium. 
Further, they can be issued as new shares or as a part of the existing 
shares as fully paid. 



Proforma Journal Entries : When booos shares are issued as fully paid shares 


Transactions 

Journal Entries 

Bonus Shares issued at par 

(1) On declaration of bonus out of 
funds or accumulated profits 

Profit and Loss Appr. Account 
or General Reserve Account 
or Capital Redemption Fund A/c 
or Share Premium Account 
or Capital Reserve Account 

To Bonus to Shareholders A/c 

Dr. 1 

Dr. 

Dr. 

Dr. 

Dr. 

(2) On Issue of bonus shares 



Bonus shares issued at Premium 
(I) On declaration of bonus 

Reserves or Accumulated Profit A/c Dr. 
To Bonus to Shareholders A/c 

(2) On irsue of bonus shares 

Bonus to Shareholders A/c 

To Share Capital Account 

To Share Premium Account 

Dr7 

Proforma Entries : When bonus is utilised to pay the call9 due on shares 

(I) On declaration of bonus 

General Reserves Account 

To Bonus to Shareholders A/c 

Dr. 

Dr. 

(2) On making calls on shares 

Share Calls Account 

To Share Capital 

Dr. 

(3) On utilisation of share bonus to 
payment of calls 

1 Bonus to Shareholders A/c 

To Share Calls Account 

Dr. 


ILLUSTRATIVE PROBLEM NO. 5 

A company with a paid up capital of Rs. 3,00,000 divided into 
shares Rs. 10 each, had resolved to capitalise Rs. 60,000 of the accu¬ 
mulated reserves of Rs. 1,00,000, by issuing bonus shares Rs. 10/- 
each as fully paid. Pass necessary entries. 
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Solution and Notes : • 
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Journal of the Company 


1. 

General Reserves Account Dr. 

To Bonus to Shareholders A/c 
(Declaration of share bonus to be paid in 6.C00 1 
shares of Rs. 10 each) 


Rs. 

60,000 

Rs. 

60,000, 

2. 

Bonus to Shareholders A/c Dr. 

To Share Capital Account 
(Share Bonus paid by issue of 6,000 shares of 
Rs. 10 each at par as fully paid) 



60,000 


ILLUSTRATIVE PROBLEM NO. 6 

A company with an issued capital of Rs. 2,00,000 in Rs. 20 
shares on which Rs. 15 called up and paid up, declares a bonus out 
of accumulated profits, and capital reserves at the rate of 33J% on 
the paid up capital with the object of making the shares fully paid. 
For this purpose, it used the entire amount of Rs. 40,000 from 
Capital Reserves Account and the balance from Profit and Loss 
Account. 

Pass the necessary entries to record the above transactions. 


Solution and Notes : . 

. JOURNAL ENTRIES 


1. 

Capital Reserve Account Dr. 

Profit and Loss Appropriation Account Dr. 

To Bonus to Shareholders A/c 
(Bonus at 331% on Rs. 1,50,000 declared out of 
above accounts) 


Rs. 

40.000 

10,000 

Rs. 

50,000 

2. 

Share Final Call Account 

To Share Capita! Account 
(Final Call made at Rs. 5 (/.«., Rs. 20- 
-( 2 , 00 , 000 -r 20 ) - 10,000 shares) 

Dr. 

Rs. 15) on 


50,000 

i 

50,000 

3. 

Bonus to Shareholders Account 

To Share Final Call Account 
(Bonus applied to pay final call) 

Dr. 

• •• 


50,000 

50,000 


Notes : 1. Issued Capital is of Rs. 2,00,000 divided into shares of 
Rs. 20/ each. the number of shares is 10,000, i.e. 9 
2 , 00 , 000 -=- 10 . 

2. Call made on 10,000 shares at Rs. 5 (/.e„ Rs. 20—Rs. 15). 

LLUSTRAT1VE PROBLEM NO. 7 

The Moon Co. Ltd., has the following items in its Balance 
Sheet: 
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(0 1,00,000 equity shares of Rs. 50/- each, Rs. 40 paid-up 
XU) General Rsserve, Rs. 11,00,000. 

(ill) Share Premium, Rs. 5,00,000. 

(iv) Capital Reserve, Rs. 7,00,000. 

The company decided (/) to capitalise its General Reserve to 
convert the existing shares to fully-paid-up shares and (//) to issue, 
out of share premium and capital reserve, (both used in full) bonus 
shares of Rs. 10 ea :h fully paid at 25% premium. 

Pass the necessary journal entries. 


Solution and Notes : 


Journal of Moon Company Ltd. 


General Reserve a/c 1 Dr. 1 

Share Premium a/c gr. 

Capital Reserve a/c Ur.-I 

To Bonus to Shareholders a/c 
(Balances in above a/cs appropriated for bonus to 
shareholders to be applied for making 1,00 000 | 
Equity Shares of Rs. 50 each, Rs. 40 paid as fully 
paid and for issuing bonus shares of Rs. 10 each 
at Rs. 12 50)_ 

Equity Share Final Call a/c Dr. 

To Equity Share Capital a/c 
(Final call money at Rs. 10 per share on 1,00,000 
Equity Shares due) _ 

(Bonus to Shareholders a/c Dr. 

To Equity Share Final Call a/c 
,, Equity Share Capital a/c * 

Share Premium a/c 1 

(Bc ; ng the application of bonus as under : 
Rs. I000,f00 towards Share Final Call, and 
Rs 12,00, r 00 for issue of 96,000 equity shares of 
Rs. 10 fully paid % Rs. 12 50 each) 


10.00.000 

5,00,000 

7,00,000 


22 , 00,000 


10 . 00,000 


22 , 00,000 


10,00,000 . 


10,00,000 

9.60,000 

2.40,000 


1. Though balance in General Reserve a/c is Rs. 11,00,000, 
amount required from that a/c to make partly paid shares as fully 
paid is Rs. 10,00,000 only. Hence, only Rs. 10,00,000 transferred. 

2. Total amount used for issue of bonus shares is 
Rs. 12,00,000. Bonus shares are issued at 25% preraiuqi. Hence, 
Rs. 12,00,000 is inclusive of premium at 25% of its net amount. It 
100 is nominal value, 25 is premium and total 125. Thus the pre¬ 
mium is 25% of nominal value (100) or 20% of nom.na valued- 
premium (125). Thus, actual premium is 20% of Rs. 1Z,UU,UUU 
= Rs. 2,40,000 and nominal value, Rs. 9,60,000. 
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EXERCISE IS 

Give the legal provisions governing the form of company’s 
Balance Sheet. 

Give the examples of the following assets and liabilities. 

, ( a ) Fixed Assets ; ( b ) Investments ; (c) Current Assets. 

II. (a) Secured Loans ; (b) Current Liabilities ; (c) Provisions. 

Give proforma Balance Sheet of a public limited company. 

State which of the following may be used for the payment of 
dividend on shares by a company and why : 

m premium on shares; («) Profit on Sale of Land; ( iii ) General 
Reserve; (/») Calls in advance; and (v) Profit on re-issue of for¬ 
feited shares. 

State the meaning of the following ; 

(a) Divisible profits, ( b ) Dividends, and (c) Bonus shares. 

What are the different kinds of dividends ? What is the basis 
for such a classification ? 

What are the various sources of finance out of which bonus 
shares are issued ? 

What is Profit and Loss Appropriation Account ? What items 
generally appear in this account ? 

What is a ‘dividend’ ? When can an ‘interim dividend’ be 
declared ? 

State where you would show the following items : 

(t) Interim Dividend ; (//) Preliminary Expenses ; (Hi) Income 
Tax paid ; (iv) Interest on Debentures not paid ; (y) Goodwill ; 
(vi) Amount transferred to Reserve Fund ; (v/i) Director s Fees 
and salaries ; ( viii ) Audit Fees ; (ix) Shares Premium; ; (*) Share 
For feiture Account ; (xi) Calls in Arrear ; and (xii) Calls in 
Advance. 

oblems on Final Accounts 

. The Pioneer Manufacturing Co. Ltd. was registered at Satara 
with a nominal capital of Rs. 15,00,000 divided into Equity 
Shares of Rs. 100 each. 


On 31st March, 1969 the following were the ledger balances 
in the Company’s books : 
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lll 


Rs. 


Rs. 


Calls in Arrears 

Plant & Machinery 

Stock (1-4-1968) 

Fixtures 

Sundry Debtors 

Buildings 

Purahascs 

Interim Divid. paid 

Rent 

General Exps. 
Debentures Interest 
Bills Payable 
General Reserves 
P. & L. Appr. A/c 
(Cr.) 

Equity Share Capital 


18,750 

9,00,000 

1.87.500 
18,000 

2.17.500 
7,50,000 

4.62.500 
18,750 
12,000 
12,250 

22.500 
95,000 

62.500 


36,250 

11,50,000 


Preliminary Expenses 

Freight 

Goodwill 

Wages 

Cash in Hand 
Cash at Bank 
Director's Fees 
Bad Debts 

Commission on Sales 
Salaries 
6% Debentures 
Sales 

4% Govt. Securities 
R.D.D 

Sundry Creditors 


12,500 
32,75$ 
62,50O' 
2,12,000 
5,875 
95,750 
14,350 
5,275 
18,000 
36,250 
7,50,000 
10,37,500 
1,50,000 
8,750 
1,25,000 


i 


The Stock on 31st March, 1969 was estimated at Rs. 
The following adjustments were also to be made : 


2,52,000.%! 


(I) 


Depreciation 
at 5%. 


on Plant & Machinery 10% and on Fixtures 


( 2 ) 


Rs 25,000 out of the wages were utilised in adding rooms to 
the buildings for which no entry has ever been made. 


(3) Final Dividend at 5% be provided. 


(4) Preliminary Expenses to be written off by 20%. j 

(5) The provision for Bad Debts to be maintained at 5% on 
Sundry Debtors. 

(6) Rs. 25,000 were to be transferred to General Reserve. 

(7) A provision for Income Tax to the extent of Rs, 62,500 
wos to be made. 

You arc required to prepare the Trading and Profit & Loss 
Account and Profit & Loss Appropriation Account for the year 
ending 31st March, 1969 and the Balance Sheet as on that 
date. 

[Ans. C.P. Rs. 4,20,250 ; N.P. Rs. 1,41,850 ; 4 

B/S . Rs. 23,85,600.1 

12 The following is the Trial Balance of Krishna Cement Co, Ltd. 
on the 31-12-1972. 


COMPANY ACCOUNTS-III 


27 


Debit Balances Rs. Credit Balances F«. 


Stock (1-1-1972) 

Purchases 

Wages 

Discount Allowed 

Salaries 

Rent 

Sundry Expenses 
Dividend paid 
Interim Dividend 
Debtors 
Machinery 
Cash in Hand 
Cash at Bank 
Loan given to an Emp¬ 
loyee 

Bad Debts 


75,000 Sales 

2,45,0 )0 Profit & Loss Account 
50,000 31-12-71 

7,000 Share Capital 1 

7.500 10,000 Eq. Shares of ; 

4,950 Rs. 10/- I 

17,050 Sundry Creditors 
5,000 Reserve Fund 
4,000 Discount Received 

37.500 
29,000 
10,200 

6,000 

3,250 

1,580 


3,50; 000 
15,030 


1,00,000 

17.500 

15.500 
5,000 


Rs. 5,03,030 


Rs 5,03,030 


Adjustments : 

(1) Stock on 31-12-1972 was worth Rs. 82,000. 

(2) Depreciate Machinery at 10%. 


(3) Six months insurance was unexpired at Rs. 750 per annum. 

(4) Rent of Rs. 950 was due. 


(5) Provide Reserve for Doubutful Debts at 5% on the 
Debtors. 


(6) Provide 2% Reserve for Discount on creditors. 


Prepare Trading Account, Profit and Loss Account for the 
year ended 31-12-1972 and the Balance Sheet as on that date 
and in the prescribed form. ( G.D.A., B. Com. Delhi ) 

( P.U.C . Board , Karnatak) 
[Ana : G.P, Rs . 62,000 ; N.P. Rs. 23,920 ; Balance of Profit 

Rs. 29,950 and B/S. 1,63,550] 


13 . 


The following is the list qf various balances of Hindustan 
watch Company, BangaJore, for the year ending 31st March 
1975. You are required to prepare the Profit & Loss Account, 
rront and Loss Appropriation Account for the year ending 
31st March, 1975 and Balance Sheet as on that date. 
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Stock (31-3-1975) 1,20,000 

Capital: 

10,000 Ordinary 
Shares of 
Rs. 100/ each, 

Rs. 75 Called up : 

1,000 Mortgage Bonds 
of Rs. 100/-each 
Reserve Fund 
Land and Buildings 
Plant and Machinery 
Sundry Creditors 
Profit & Loss A/c 
(Credit) 

Sundry Debtors 

Bills Receivable 

Sundry Expenses 

Bad Debts 
Cross Profit c/d on 

31st March. 1975 

The adjustments 
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Calls in Arrears 

4,000 

Preliminary Expenses 

2S000 

Goodwill 

1,35,000 

Cash in Hand Sc at 


Bank 

62,400 

Loose Tools 

7,000 

Interim Dividend 

15,000 

Audit Fees 

2,500 

Directors’ Fees 

8,500 

Reserve for Bad and 


Doubtful Debts 

3,000 

Investments 

1,05,000 

Debenture Interest 


(paid upto 30th Sept. 


1974) 

3,500 

Forfeited Shares A/c 

800 

Discount Received 

1,000 

Salaries 

24,000 


7,50,000 

1,00,000 
40,000 
2,50,000 
2,40,000 
20,000 

10,000 
60,000 
12,000 
9,900 
1,000 

1,76,000 

to be made are : 


(1) Salaries Outstanding Rs. 3,600. 

(2) Create 5% Reserve for Doubtful Debts. 


(3) Debenture Interest to be paid fully. 

(4) Make depreciations on Machinery Rs. 20,000. 

(5) Make provision for Income Tax Rs. 35,000. 

(6) Transfer Rs. 10,000 to Reserve Fund. 

(7) Provide for dividend on share, * 


N«te : There it difference in book, of Rs. 16,000 which may 
be noted. 

14. Following i* the Trial Balance of Swedaganga Ltd. aa on 31st 
December 1971 ; 
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laOOOEquity Shares 
2 000 6% Pref. Shares 
Sand Buildings 1-1-71 
Machinery 1-1-/ 1 2 ,. 

Additions to Machinery 
■General Reserve 
Furniture 1-1-75 

aafsar* lo SS aa-ct. m.7d 

13 for the year 1971 before charging 

* Depreciation 

Expenses of Debenture Issue 
Stock-Raw Materials 
Stock-Finished Goods 
Provision for Taxes 1-1-71 
Sundry Creditors 
Sundry Debtors 
Taxes Paid 

.Depredation Reserves— 

Building 1-1-71 
Machinery 1-1-71 
Furniture 1-1-71 

Interest on Debenture — Accrued & due 
Government Securities 
Bank Loan 
bills Receivable 
Loose Tools 


Rs. 


4,50,000 

15,00,000 

3,00,000 

30,000 


7,000 

35,000 

1,40,000 


| 1,80,000 
50,000 


1,25,000 

28,000 

3,500 

2,000 


Rs. 

10,00,000 

2,00,000 


2.50,000 

2,00,000 

2,500 

4,35,000 


70,000 

83,000 


30,000 

4,50,000 

2,000 

7,000 

2,10,000 


Investments 

55,500 

— 

Cash in Hand 

1,500 1 

— 

Advance Taxes paid 

32,500 

— 


29,39,500 

- 

29,39,500 


(1) Authorized Share Capital of the company consists of 
12,000 Equity Shares of Rs. 100 each ; 2,000 6% Pref. 
Shares of Rs. 100 each : and 1,000 Unclassified Shares of 
Rs. 100 each. 

(2) After providing depreciation Rs. 5,000 on Buildings ; 
Rs. 1,20,000 on Machinery and Rs. 1,500 on Furniture, 
the Board of Directors recommended the following appro¬ 
priations : 

(a) Rs. 2,500 to write off Debenture Issue Expenses. 

( b ) Rs. 60,000 Provision for Taxation, 

•(c) Rs. 25,000 to General Reserve, 
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( d ) Rs. 1,00,000 to Development Rebate Reserve, and 

(e) Payment of 10% p.a. Dividend on Equity Shares. 

(3) Stock of Raw Materials is valued at cost 

From the above; information you are required to prepare Profit • 
and Loss Account, Profit and Loss Appropriation Account 
for the year ending 31st December, 1971 and Balance Sheet as 
on that date. 

[Ans : N.P. Rs. 2,65,000 ; Bal. of Profit Rs. 31,500 ; Prov.f 0r 

Div. Rs. 12,000 : B/S Rs. 28,87,000] 
Notes. (1) '1 here is no need of Preparing Trading Account, as 
Gross Profit is given. 

(2) There is need for making provision for Pref.-DIvs. 
The Authorised Capital of Interstate Traders Ltd. jg 
Rs. 7,50,000 consisting of Rs. 3,000 6% Cum. Preference 
Shares of Rs. 100 each and 4,500 Equity Shares of Rs. 100 each 
The following is the Trial Balance drawn up on 31st Dec. 1969: 


Shares Issued : 

3,000 6% Cum. Peer. Shares 
4,500 Equity Shares 

(Rs. 50 per share called up) 

Cash in Hand 
Goodwill 
Bank Balance 

5% First Mortgage Debentures 
Preference Dividend (half year) 

Trade Creditors 
Trade Debtors 
Freehold Property at Cost 
Stock on 1st January, 1969 
General Reserve 
Salaries 

Profit and Loss Account 
Reserve for Taxation 
Delivery Expenses 
Rent and Rates 
General Expenses 
Furniture at Cost 
Sales 
Purchases 
Bills Receivable 
Freight and Carriage Inwards 
Investments : 600 shares of Rs: 100 each in 
Sunrise Ltd. 

Debenture Interest (half year) 

Final Dividend for 1968 


3,00,600 

2,25,000 


12,145 

1,00,000 

97,500 


— 2,10,000 


9,000 — 


—_ 1,25,500 


1.67.500 
3,90,000 

2.41.500 


1,03,500 


82.725* 


1,02,000 

38,250 

21,000 

75,000 


4,76,500 

6,000 

3,750 


60,000 

5,250 

20,250 
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Prepare Profit and Loss Account and Profit and Loss Appro¬ 
priation Account for the year ending 31st December 1969 and 
Balance Sheet as at that date, after taking into account the 
following : 

(a) The value of stock on 31st Decemoer, 1969 was 
Rs. 2,15,000. 

( b ) Depreciation on Freehold properties is to be provided at 
2J per cent and on Furniture at 6 per cent. 

(c) The Directors propose to pay the second half year’s divi¬ 
dend on preference shares and a 10% Dividend on Equity 
shares. 

[Ans : GP. Rs. 4,11,850 ; N.P. Rs. 1,27,600 ; Balance of Profit 

Rs. 1,25,550 and B/S Rs. 1,18,895.] 

Notes: (!) Interest on Debentures is' to be taken for six 
months only, as given in the problem. 

(//) Reserve for Taxation is a liability. 

16. A Company carried forward balance of Rs. 40,000 in the 
profit and loss account from the year ended 31st March, 1974. 
During the year 74-75, it made a further profit of Rs. 3,10,000 
before providing for taxations. It was decided that the follow¬ 
ing decisions be carried out : 

(J) Provision for taxation Rs. 1,50,000 ; 

(i'i) Dividend Equalisation Account Rs. 25,000 ; 

W0 Dividend on 8% (Tax Free) Pref. Shares of Rs. 2,00,000 ; 

(/v) Dividend at 15% on 30,000 equity shares of Rs. 10 each 
fully paid ; 

(v) General Reserve Rs. 35,000; and 

(vi) Development Rebate Reserve Rs. 35,000. 

You are required to give Profit and Loss Appropriation 
Account and journal entries for the above. 

17. Journalise the following transactions : 

(a) A Ltd. Company, with a paid up capital of Rs. 2,00,000 
in shares ol Rs. 10 each, having accumulated a reserve of 
Rs. 1,00,000, resolves to capitalise Rs. 50,000 of it by 
issuing to the shareholders 5,000 Bonus shares of Rs 10 
each fully paid. 

(b) A Limited Company, with an issued capital of Rs. 20,000 
m shares of Rs. 100 each, Rs. 80 per share paid up, 
declares a bonus out of Profit and Loss Account Balance 
and Capital Reserve Account, with an object of making 
the shares fully paid up. For the purpose, it used 75% of 
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the amount from the capital reserve and balance from 
profit and loss account. 

Journalise the following and give Profit and Loss Appropriation! 
Account : 

A limited company has the following items in its Balance 
Sheet : 

(i) Paid up capital of Rs. 1,60,000 in shares or Rs. 10 each* 

Rs. 8 paid up. 

(ii) General Reserve Rs. 3,60,000. 

(iii) Share Premium Rs. 1,50,000. 

(iv) Capital Redemption Reserve Rs. 2,25,000. 

The company decided to Capitalize its General Reserve by con¬ 
verting the existing share into fully paid shares of Rs. 10 each; 
and by issuing out of Share Premium and Redemption Re serve , 
20,000 bonus shares of Rs. 10 each, as fully paid. The whole « 
of Share Premium amount had been used. 
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[ACQUISITION OF A BUSINESS, 
PROFIT PRIOR TO INCORPORATION ETC.] 


Acquisition or Purchase of a Business 

a limited company already in operation acquires or 

, t „^°” lh Thusin«s of some other concern trading more or less 

1a ^ e J er Manv a time the sole proprietorship or partnership 

bu^esseT'a e convert ‘into limited liability companies. These 
businesses a • t ke ovcr t jj C business of 6ole traders or 

newly formed P lh company acquires or purchases the 

tb, SCI,, concern 

is called the vendor. 

Purchase Consideration or Purchase Price is a price payable by 
a purchasing company to the vendor concern as a consideration tor 
business taken over. Such a price may be fixed by agreement 
between the two parties. Either it can be an agreed lump sum or 
the difference in value of assets and liabilities taken over. It can be 
paid partly in cash and partly in shares and debentures. 

Goodwill on acquisition of business is the excess of purchase 
price paid over the value of business taken over i.e. 

[Purchase Price—(Assets taken—Liabilities assumed)] 

Capital Reserve, on the other hand, is the excess of the value 
of business purchased over the price paid i.e . 

[(Assets taken — Liabs. assumed)—Purchase Price ] 


Accounting Procedure 

1. The vendor concern closes down its affairs. As such it 
passes closing entries in its books of accounts. 

2. But the purchaser company has to open the accounts by 
passing the following opening entries : 
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Opening Entries in the books of Purchasing Company. 

1. For Purchase Consideration Business Purchase A/c Dr. 

Payable To Vendor A/c 

Assets A/c (taken over at 
agreed value) Dr. 

To Liabilities A/c (assumed 
at agreed value ) 

To Business Purchase A/c 


Vendor A/c Dr. 

To Cash/Share Capital/ 
Debentures A/c 

Any difference between total debits and total credits in second 
entry is either debited to Goodwill Account or credited to Capital 
Reserve Account as the case may be. And, any premium on issue of 
Shares/Debentures is credited and Discount on issue is debited. 
ILLUSTRATIVE PROBLEM NO. 1 

Dhan Laxmi Ltd. was formed to take over the assets and 
liabilities of Shri Laxmi Narayan and to acquire the adjacent premises 

Laxmi Narayan’s assets and liabilities were : 

Assets. Land & Bldgs. Rs. 24,000 ; Shop Fittings Rs. 5,000 ; 
Stock Rs. 39,000 ; Book Debts Rs. 9,000 ; Cash at Bank Rs. 6,000 
and Cash in Hand Rs. 1,000. 

Liabilities : Trade Creditors Rs. 4.000. 

The Purchase Consideration was agreed at Rs. 1,00,000 and 
was to be paid as under : 

(j) 2,800 ordinary shares of Rs. 20 each, fully paid. 

(ii) Rs. 34,000 in 5% Preference Shares of Rs. 100 each issued 

at par. 

(///) Rs. 10,000 in cash. 

All the assets and liabilities were valued as per above balance 
*heet except the book debts , which were subject to a bad debts provi¬ 
sion of 5%. ^ .. 

The company raised the further capital by issue of 7,500 ordi¬ 
nary shares of Rs. 20 each. 

The adjoining premises were purchased for Rs. 50,000 ana 
additional stock of Rs. 70,000 was obtained from open market. 

Record the above transactions in the books of Dhan Laxmi 
Ltd. through journal entries and draft its opening Balance bneei. 


2. For Acquiring various Assets 
and Liabilities 



On Payment of Price 


Solution and Notes : 

1. Purchase price is Rs. 1,00,000 as given. 

2 Additional amount of Rs. 1,50,000 is raised by 
outsiders 7,500 shares of Rs. 20 each. 


issuing to 




: s 

is --- 


Business Pur ^“ *anXcount Dr. 
To Laxmi Narayan ; 

(Purchase Price payable to La* 
Narayan) _ 

T7nd 7nd Buildings Account Dr. 
SbSp Fittings Account gr. 

s5=s"“g!' 

To Reserve /or Doubtful D>bt 

4“Sn'Suroba,. Aojun. 
(Assets and Liabilit^esjaken over) 

nSi Share Capita. ^ 
Account 

(Issue of 7,500 Ord. Shares of 
Rs. 20) 


Premises Account Dr. 

Stock Account LJr - 

To Bank Account 

(Payment for purchase of adjacent 
premises and additional stock) ^ 

Laxmi Narayan Account Dr. 

To Ordinary Share Capital 
Account (2800 x 20) 

To 5% Pref. Share Capital 
Account 

To Bank Account 
(Purchase price paid to vendor) 


Rs 

, ' 00 ' 000 1,00,000 


24,000 

5,000 

39,000 

9,000 

6.000 

1,000 

20,450 


1,50,000 


50,000 

70,000 


1,00,000 


4,000 

450 

1,00.000 


1,50,000 


1,20,000 


56,000 

34,000 

10,000 







Dhan La xml Ltd 

Balance Sheet as on.. 



Fixed Assets : 
Goodwill 
Land and 
Buildings 
Premises 
Shop Fittings 
Investments 
Current Assets 
Loans and Advances 
Stock (i) 39,000 
Stock (ii) 70,000 

Book Debts 9,000 
Less R.D.D. 450 


Cash at Bank 

6,000 

Raised 1,50,000 


Less Paid 


1,56,000 

t 

1,30, 


Cash in Hand 
Misc. Expenditure 
P & L Account 


mn 
[•El! 



Vendors’ Debtors and Creditors : At the time or acquisition 
of a business, the purchasing company may not take over the 
debtors and Creditors of the vendor. But it may agree to collect 
debts from vendor’s debtors and pay out of it the creditors. Such, 
a work is generally dene at the risk and on behalf of the vendor 
Hence any loss and expense, such as bad debts, discount etc. are 
borne K v the vendor. The purchasing company gets commission- 
for this work. The commission is generally fixed as a certain percent 
of amount collected and paid. 
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The AccoontingProce4»r 

" I 


m For taking over Drs. A Crs. 

( } Vendor’s Debtors a/c Dr. 
V To Vendor’s Creditors a/c 
Vendor’s Suspense a/c 
(Difference between 
Debtors & Creditors) 


(2) For debt Collected ^ 

B8 To Ve ndor’s De b tors a/c_ 

~^^Tad-debts and discounts 

Vendor’s Suspense a/c Dr. 
To Vendor’s Debtors a/c 


___ (C-. For payment to creditors 

( 4 ) F or pas t bad debts recovered Creditors a/c Dr. 

1 B,»k a/c , “• To Baot^__ 


3 To Vendor’s Sus pense 


For discount received 
*’ Vendor’s Creditors a/c Dr 
To Vendor’s Suspense a/c 


(7) For additional creditors paid 
W Vendor’s Suspense a/c Dr. 
To Bank a/c _ 


To Vendor’s Suspense u/- --- 

__7“77 ( 9 ) For final payment to vendor 

( 8 ) For commission receivable ' Vendor’s Suspense a/c Dr. 

' ' Cucrante a/c Dr. Bauk/Share Capital a/c 


For commission 
Vendor’s Suspense a/c Dr 
To Commission a/c 


l^thTSooksof Vendor 


(1) For closing debtors & 

creditors , a / c5 T)r. 

Creditors a/c 

R D D a/c u ‘ 

Purchasing Co. Suspense ^ 

a/c . 

To Debtors a/c 


(2) For fcad debts and discount to 

Dr p & L Adjustment a/c Dr. 

nV To Purchasing Co. 

Suspense a/c _ 

Dr ~'(%\~ForTast~b a d debts recovered 
Purchasing Co. Suspense ^ 

1 ^To P & L Adjustment a/c 


( 4 ) For discount received 

Purchasing Co. Suspense ^ 

To p & L Adjustment a/c 


'6) For commission payable 

P & L Adjustment a/c Dr. 
To Purchasing Co. 
Suspense a/c 


» ■ ■— * ^ ^ — ' 

( 5 T7o7 additional creditors paid 

PAL Adjustment a/c Dr. 

To Purchasing Co. 

Suspense a/c _ 

(7) For receipt of final payment 
Bank/Shares a/c Dr. 

To Purchasing Co. 
Suspense a/c 


ouapujv - | _____ 

Ca!>i,al 
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ILLUSTRATIVE PROBLEM NO. % 

A pen(Trc 6 f ^ derD , M l fl . ls Ltd ' acc P ,ircd ‘he business ofM/sShirur 
Agencies, whose debtors And creditors wefe taken over bv the 

company for collection and payment for a .edmmission of 10% on 

IS* co ' lect «l n «“l 2% on amount paid. The defto« 
amounted to Rs. 45,04o arid creditors Rs. 22,000. There was a 
contingent liability of Rs. 6,d00, 

The company collected one-third of debtors in full, 50°/ of 
debtors at 4% discount ; 2/3 rds of the balance at 6% discount and 
the remaining proved bad, A debt of Rs. 3,000 written of by the 
vendor in the past was collected at 80%.but court expenses for 
that amounted to Rs. 600 of vAich Rs. 200 only could be recovered 
•irom the debtor.. • 

Rs. 2,000 of creditors were paid in full and the balance was 
paid at 97%. The contingent liability came up for payment at 
Rs. 4,000. 

The company settled its account with the vendor in ca«h 
Pass journal entries in the books of Modern Mills Ltd. 

Solution and Notes 

(1) Amount Collected : 

Total Debtors 
l/3rd collected in full 


Rs. 

15,000 


Rs. 

45,000 

15,000 


K 


50% collected at 4% discount 

2/3rds of balance (7,500) at 
6 % Discount 

Balance being bad debt 
Collections ( Drs.) 


21,600 

4,700 


30,000 

22,500 

7.500 
5,000 

2.500 
2,500 


Add Bad debts recovered 
80% of Rs. 3,000 

Total Collection 



43,700 


(2) Amount Paid 



Rs. 

Rs. 

Total Creditors 

— 

22,000 

Creditors Paid in full 

2,000 

2,000 



20,000 

Balance (20,000) Paid at 97% 

19,400 

20,000 
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r £S£S2£»u»>* 

Total Payment 
(3) Commission 

10% of CollectioDS Rs. 43,700= 
2% of Payments 


21.400 
-4,000 

25.400 


Rs. 

4,370 

50* 


Total Rs. + 

Joornal of Modern Mills Ltd. 

Vendor’s Debtors a/c 

jo Vendor's Creditors a/c 

Shirur Agencies Suspense a/c 
f Debtors "and Creditors of Shirur 
Agencies taken over for collection I 

and payment) ___ 

Shirur 3 Agencies Suspense a/c I 

To Vendor’s Debtors a/c , 

(Cash realised and taunts al owed. 

Rs. 900 + Rs- 300. and bad debts 
incurred, Rs. 1,500)_| 

— Z~i - Dr - I 

Ban To 3 Shirur Agencies Suspense a/c I 
(Bad debts recovered)__ 

^Vendor’s Creditors a/c Dr ’ 

To Bank a/c , 

Shirur Agencies Suspense a/c 

(Paid to creditors & discount 
i received) _ 


4,878 


Shirur Agencies Suspense a/c Dr. 
Jo Bank a/c 

Commission a/c 

(Paid contingent liability Rs. 4.000. 

^s^C^^^Commfs^on^thic^fr 0111 

Vendor) _ 

"shirur” Agencies Suspense a/c Dr. 

To Bank a/c _ . . ^, * 

(Paid in full settlement of their ,a/c) 


45.000 


22,000 

23,000 


41,300 

3,700 


45.000 


2,400 


22,000 


2,400 


21,400 

600 


9,278 


4,400 

4,878 


13,022 


13,022 
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Profit Prior to Incorporation ^ 

As a comnany comes into existence only after its registration 
or incorporation, it cannot earn any profit before registration, i.e., 
prior to its incorporation. However, sometimes a new company 
is formed to take over a 4 going concern * or a 4 running business' 
from a date prior to the date of registration. “The profit earned 
from the date of purchase to the date of registration ( incorporation) 
in case of both a private company as well as in case of a public 
company is called as profit prior to incorporation or pre-incorporation 
profit." It is a fact that a public company cannot start its business 
(and therefore cannot earn profits) before obtaining a certificate of 
commencement. As such, in fact, it is prudent to treat all profits 
earned before commencement of. business as capital profits. 
However, it may be noted that it is the date of incorporation and not 
the date of commencement , which is used for calculating the profit 
or loss even in case of public limited company. Such a pr ofi 
obviously is a capital profit and truly belongs to the vendor. But by 
virtue of an agreement with the vendor, the purchasing company is 
entitled to get such pre-incorporation capital profit. Being of capital 
nature, the pre-incorporation profit may be adjusted with Goodwill 
or transferred to Capital Reserve or may also be utilised in writing 
down capital expenses and losses such as preliminary expenses, 
discount on issue of shares and debentures etc. Profit prior to in¬ 
corporation is not available for dividend. Only post-incorporation 
profit, being of revenue nature, is available for dividend. 

Allocation of Total Profit into Pre-incorporation and Post—ia 
corporation 

The total profit for the year of purchase of a business is to ba 
split up into ‘Pre’ and ‘Post’ incorporation or ‘Prior’ to registration 
and ‘After* registration profit. The best method of allocating the 
profit is to prepare separate financial statements for the two periods 
which of course is impracticable and inconvenient too. Therefore, 
the normal practice is to prepare Profit and Loss Account only at 
the end of the year and then to allocate the profits on some 
equitable basis between the pre incorporation and post-incorporation 
periods. 


Procedure and Basis for Allocation 

(0 Preparation of Trading Account for the entire period. 

(//) Allocation of Gross Profit in the ratio of turnover i.e. % sales 
of two periods, or in a given ratio. 

{iil) Division of Profit & Loss Account in two • parts, (i.e. pre 
and post incorporation) with allocation af Gross Profit. 
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{l V) Allocation of Expenses in the following manner : 


V"/ - 

(a) Sales 
Expenses: 

Commission, carriage out, dis¬ 
count allowed, bad debts 

advertisement, brokerage, travel¬ 
ling expenses etc. 

Sales Ratio 

(b) Standing 
Charges 

Rent, salaries, interest, taxes, 
depreciation, insurance, postage, 
printing, stationery, general 

expenses. 

On Time 

Basis 

(c) Expenses 
relating to 
Company 

form of 
Business 

Preliminary expenses. Directors’ 
fees. Auditors’ fees. Interest on 
debentures, commission to man¬ 
aging agents, etc. 

Wholly to 

Post incorpor¬ 
ation period 

(d) Interest on 
Purchase 
Considera¬ 
tion 

(а) If paid as or before incorpora¬ 
tion. 

(б) If paid sometimes after 
incorporation or commencement. 

Prc-incor. 

period 

Proportiona¬ 
tely to both 
periods 


Pre-incorporation Losses are either added to Goodwill or 
carried forward to post-incorporation loss or deducted from capital 
reserves etc. 


If any interest, salaries etc. are paid to vendor partners, these 
must be charged to pre-incorporation period. 

ILLUSTRATIVE PROBLEM NO. S 

Ultra-Modern Co. Ltd. was incorporated on 1st May, 1974, to 
Take over the business of Modern Traders as a going concern from 
1st January, 1974. The Profit and Loss Account for the year ending 
31st December, 1974 is : 
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»» 


*> 


• > 


*> 


»* 


To Rent and Taxes 
Insurance 
Electricity Charges 
Salaries 
Directors' Fees 
Auditors* Fees 
Commission 
Advertisement 
Discount 
Office Expenses 
Carriage 
Bank Charges 
Preliminary 
Expenses 
Bad Debts 
Interest on Loans 
,, Net Profit 


*» 


»• 


»> 


»» 


»* 


>» 


• * 


Rs. 

12,000 
3,000 
2,400 
36,000 
3.000 
1,600 
6,000 
4.00 0 

3.500 

7.500 
3,000 

1.500 


6,500 

2.000 

3,000 

60,000 


1,55,000 



Rs. 4 
1,55,08^; 


_ 

1.55,000 


The total turnover for the year ending 31st Dec., 1974 was 
Rs. 5,00,000 divided into Rs. 1,50,000 for the period upto May 1974 
and Rs. 3,50,000 for the remaining period. 


Ascertain the profit earned prior to incorporation and after 
incorporation of the company. (Poona Uni. 9 C.A. Inter.) 

4 


Solution and Notes : 


1. Time Ratio is 4 ; 8 or 1 : 2, i.e. 9 4 months before and 8 
months after. 


2. Sales Ratio is 1,50,000 : 3,50,000, /.<?., 3 2 7 

» 

(a) Standing charges such as rents, taxes, insurance, 
electricity, salaries, office expenses and bank charges are 
allacated in Time Ratio. - 

(b) Sales expenses such as commission, advertising, discount, 
carriage and bad debts are split up in Sales Ratio . 

(c) Others are allocated independently. 
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Statement of Profit (P. & L. Account—in Account Form) 


Dr. Prior to and after Incorporation 



Prior 

Rs. 

After 

Rs. 


Prior 

Rs. 

After 

Rs. 

Expenses divisible in 
Time Ratio i.e. 1 : 2 
' Rent, Taxes 12,000 

Insurance 3,000 

Electricity 2,400 

Salaries 36,000 

Office Exp. 7,500 

Interest 3,000 

Auditor** 

Fees* 1.600 

Bank Charges 1,500 



Gross Profit in 

Safes Ratio : 3:7 

46,500 

1,08,500 

67,000 

22,333 

44.667 



1 

Expenses divisible in 
Sales Ratio : i.e. 3 : 7 
Commission 6,000 
Advertising 4,000 
Discoun. 3,500 

Carriage 3,000 

Bad Debts 2,000 






18,500 

5,550 

12,950 




Expenses divisible in¬ 
dependently 

Company Expenses 
Directors’ Fees 

Pre. Expenses 

Net Profit 

18,617 

3,000 

6,500 

41,383 





46,500 

m 


46.500 

' ,08,500 


* "Though auditors* appointment is compulsory only for the company, 
here the auditor must have audited the entire records. Hence the auditors* 
.fees are allocated on Time Basis. However, it can also be treated as exclusive 
expenditure after incorporation." 

ILLUSTRATIVE PROBLEM NO- 

Maharashtra Trading Company Ltd. acquires a business On 1st 
January, 1975, it being incorporated on 1st May, 1975. The first 
accounts are drawn up to 30th September, 1975. The Gross Profit 
is Rs. 56,000. The expenses are as under : 

General Expenses are Rs. 14,220, Directors* Fees Rs. 12,000 per 
annum, preliminary expenses Rs. 1,500 ; Rent upto 30th June was Rs) 
1,200 per annum after which it was increased to Rs. 3,000 per anuun*. 
Salary of the Manager, who upon incorporation of the company was 
PPA—Jl/38 
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made a Director, was Rs. 6,000 per annum. ( Since incorporation the' 
salary is included in Directors fees above.) 

Show Pre-incorporation and Post-incorporation profit assuming 
that the net sales were Rs. 8,40,000. The sales for the post-incorpora¬ 
tion period were two and half times that of pre-incorporation period. 
The profit was earned uniformly throughout. ( Bombay ; C A. Inter.) 

Solution and Notes : 

1. Sales Ratio as given is 1 : 2J, i e. 9 2:5. As such division 
of Gross Profit is in 2 : 5, i.e., Rs. 16,000 and Rs. 40,000 
respectively for two periods. 

2. Time Ratio is 4 : 5, i.e., 4 months prior and 5 months 
after. 

Statement of Profit Prior to and After Incorporation 
(in a statement form) 


Particulars 


A. Gross Profit * 

B. Expenses 
General Expenses 

Rent (Upto June 
@ Rs. 1,200 p a.) 
Rent (After June 
@ Rs. 3,000 p.a. 
Manager’s Salary 
(@ Rs. 500 for 

4 months prior) 
Directors* Fees (@ 

Rs 1,200 p. a. 
or Rs. 5,000 for 

5 months after) 
Preliminary Exp. 

Net Profit (A—B) 


Total Basis 



Prior 


16,000 

6,320 


400 


2,000 


. 7,280 




40.0C0 


7,900 

200 


40,000 40, 



ILLUSTRATIVE PROBLEM NO. 3 

Giant Ltd. was incorporated on 1st March 1974 and received its 
certificate for commencement of business on 1st April 1974. The com- 

E bought the business of M/s Robust & Strong with effect from 1st 
mbery 1973. From the following figures relating to the year 
ending Octobqr 31, 1974, find out the profits available for distribution 
of dividends and the profits prior to commencement of business : 

(a) Sales for the year Rs. 6,00,000, out of which sales upto 
1st March were Rs. 2,50,000 and upto 1st April 

Rs. 3,00,000. 

(6) Gross Profit for the year was Rs. 1,80,000. 
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(c) The expenses 


debited to Profit and Loss A/c were : 


Rent 
Salaries 
Directors’ Fees 
Interest on Debentures 
Audit Fees 
Discount on sales 
Interest to Vendor on 
Purchase Consideration 

up to 1st May, 1974 


Rs. 

9,000 

15,000 

4,800 

5,000 

1,500 

V 00 


3,000 


\ 


Depreciation 
General Expenses 
Advertising 
Stationery & Printing 
Commission on Sales 
Bad Debts (of which 

Rs. 500 relate to debts 
prior to incorporation) 1,500 


Rs. 

24,000 

4,800 

18,000 

3,600 

6,000 


(Shivaji Univ. y C.A. Inter.) 


Solvation and Notea : 


in the problem that profit prior to 


wmmigmsmm 

commencement of of R.. 6.00.000 

of commencernen n/riod Pl0 Hence 4 ' 5 aks a rabo y is’ h 3 : 3 or equal. 


Vhe » 

, ak en for pre-commencemen, period.^ ^ ^ 


IS 


Total 


A. 

B. 


Gross Profits 
Eipeises 
Rent 
Salaries 

Directors’ Fees 
Int. on Debentures 
Audit Fees** 
Discount on Sales 
Depreciation 
General Expenses 
Advertising . 
Stationery & Printing 
CommiS'ion on Sales 
Bad Debts 
Interest to Vendor* 


C. Net Profit (A—B) 


1,80.000 

9,000 

15,000 

4.800 
5.000 
1,500 
3,600 

24,000 

4.800 
18,000 

3,600 
6,000 
1,500 
3,000 I 


! 


Hash 

Prior 

After 

Sales 


90,000 


90,000 

Time 

3.750 


5,250 


Time 

6,250 


8,750 

4.800. 





5,000 


Time 

625 


875 


Sales 

1.800 


1,800 


Time 

10,000 


14,000 

2.800 


Time 

2,000 



Sales 

9.00J 


9,000 


Time 

1,500 


2,100 


Sales 

3,000 


3,000 


Given 

500 


1,000 


Time 

2.500 


500 

0 

5 : 1 

49,075 


31.125 

1 


90,000 

90,000 

90.000 

90,000 


• Time Ratio for interest to vendor in 5 months prior to commencement 
and 1 month rfier comnen«ment 0 Q assufap|ion that the auditoV fnust have 
audited the entire record of the busmess. though h» appomtment ts compulsorily 
made by the company. 




14 


COMPANY ACCOUNTS —IV 


EXERCISE 14 
(^4) Purchase of Business 

1. Following is the Balance Sheet of M/s. Desai Bros, as on -4* 

31st July. 1974 : x 




* 

— 

Capitals : A 21,250 


Freehold Premises 

25,000 

B 21,250 

42,500 

Furniture 

3,500 

Bank Loan 

20,000 

Motor Vans 

12,800 

13,200 

Bills Payable 

6,700 

Stock 

Creditors 

10,800 

Bills Receivable 
Debtors 

Cash 

5.400 
18,700 

1.400 

Rs. 

80,000 

Rs. 

80,000 


On this date the entire business was taken over by Ding Dong 
Bell Cd. Ltd. The purchase consideration was paid as under : 

(а) 2000 fully paid Rs. 10 ord. shares ; 

(б) Rs. 10,( 00 in 5% Debentures ; and 
(c) the balance in cash. 

While recording the assets, the company valued the premises 
and stock at 10% and 20% above their book value respectively. 
Find out Purchase Consideration and pass necessary entries in 
tac books of Ding Dong Bell Ltd. 

(B) Pre-incorporation Profits 

2. A company incorporated on 1st April, 1974, took over a runn¬ 
ing business from 1st January, 1974. It prepared its fust 
final accounts on 31st December, 1974. From the following 
information calculate the Sales Batio of pre- and post-incorpor¬ 
ation periods. 

(*) Sales from 1st January, 1969 to December 1969 Rs 3/ 0,000. 

(it) Sales for-the month of January is twice the average sale. 
Sal<s for the month of February is equal to average sale. 
Sales for May to August is J the average sales each month. 
Sales for October and November is three times the average 
sales. 

3. You arc required to calculate the weighted time ratio for the 
pre- and post-incorporation periods from the following parti¬ 
culars : 

Date of incorporation : 1st April, 1974. 

Period of financial accounts : January to December, 74. 

Total wages Yor the entire period : Rs. 4,800. 

Number of Workers : Pre-incorp. period 5 

Post-incorp. period 25 
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Also divide the total wages into pre- and post-incorporation 
periods. 

4 . The Helium Industries Ltd., Saiara, was formed on 1st April, 
1973, to take over the business of Satara Business Company, a 
partnership busines? as and from 1st day of January, 1973. .The 
interest at 6 per cent p.a. is to be paid to the vendors on pur¬ 
chase price of Rs. 1,00,000 up to the date of. settlement in full 
which was 1st June, 1973. 


The following is the Profit and Loss Account for the year 
ended 31st Dec., 1973 : 


To Office Expenres 

6,000 

By Gross Piofit 

55,000 

To Printing & Stationery 

2,000 



To Bad Debts 

8,000 



To Depreciation 

12,000 



To Preliminary Expenses 

2,000 



To Interest to Vendor 

2,500 



To Res. for Doubtful 




Debts 

10,000 



To Repairs to Bldgs. 

5,000 



To Net Profit 

7,500 




55,000 


55,000 


Out of Bad Debts written off Rs: 1,500 related to the debts 
taken over by the company. The sales for the period up to 
31-3-1973 were 3/5 of the sales for remaining period. The 
salaries were evenly paid throughout the year. Compute the 
Profit or Loss prior to and post-incorporation. (Shivaji Univ.) 
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Indian System of Book-keeping 


wn as the Deshi Nama, the Indian System of Book-keeping 
„ Kn H «hr“uKhout the country since long. Different vernacular 
is followed thr gh Gujarati, Marathi, Kannad, Tamil, etc. 

,an8U ed it U P thC b00kS ' 

aFC ^Cnme persons are under the impression that the Indian System 
SeKTs imperfect or incompletemethod, as Single Entry 
of Book K p » Jo think so. Indian System is nothing short of 
SleEnt^y followed under the English System.. In fact, it 
^ much earlier origin than the English System, and it is not 
h3S as complete as the English System but in certain respects 
^ Zr and more convenient.” 1 Although there are no written 
8I ? P of the double Entry (as in the English System), the very fact 
?the Indian System affords to draw Trial glance and Balance 
^heet Voves that it i* based on the principles of Double Entry and 
^ omoletc and perfect. Further, “it is just elastic the English 
g^inits adaptability to the varying needs of different busi- 
' »»2 

nCSSe Uis worth mentioning here what J. R. B*‘liboi says about 

, ‘fectness of Indian System of Account-keeping, ••• — ••>« 
the pertect anything like organisation and control, the 

bUSi r D "ncipcs of DoubTe-Entr g y as obtained in the English System 
^■Took-kceping are followed under the Indian System of Accounts 
^ Indian System having attained its modern form by gradual 
T^es of development as directed by necessity and experience, just 
She English System, is equally simple in its design, effective in 
working and reliable in its results and would easily be followed by 
tho^conversant with the English Methods of Account Keeping. 

Main Differences 

There are two most important differences between the two 
systems of account-keeping. It must be noted, however that thehe 
differences are not oj principles but only m presentation of the record*. 

(1) Unlike under the English System, in Indian System mokt 
, . r „ or d all transactions—in the Cash Book which it* Called 

b Roted Bahi. Rokhad Bahi serves as the Book of Original Entry 

1. J.N. Vaish : Book-Keeping and Accounts , Part 1, p. 313. 

2. Ibid. 

3. Dobule-Entry Book-Keeping —21th ed., p. 531. 
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(Journal of English System) for non-cash transactions and also as a 
Cash Book for Cash Transactions. It is a fine blending of both 
Journal,and Cash Book in one simple form. 

(2) Under the Indian System the left-side of accounts or Khata 
or Le.kha is called the Jama ^nn Bajoo, i.e., credit-side and the 
right-side is called the Oodhar or Nam or Naven or Kharch 
.Bajoo, i.e. f debit-side. Naturally, all Credit entries are recorded 
on the left-side and Debit entries on the right-side. This difference 
is only in the change of sides but not the principles. 

Those who keep in rnind the English System of Cash Book and 
its posting, and compare them with the Rokad Bahi and its posting, 
may find it confusing because entries from the Jama Bajoo of the 
Rokad Bahi arc posted to the Jama Bajoo of concerned accounts and 
the entries on the Kharch Bajoo of the Rokad Bahi are posted to the 
Kharch Bajoo of the concerned accounts, unlike the reverse or 
opposite postings found in the English . System. It must be noted 
here that this is not against the principles of double-entry but per¬ 
fectly in accordance with the principle. 

Remember that the Rokad Bahi, i.e., the Cash Book, is a book 
of original entries, i.e., the Journal Book. The rules for posting entries 
from the journal are : 

(o) amount in the debit column is to be posted to the debit 
side of the account to be so debited, and 

(6) amount in the credit column is to be posted to the credit 
side of the concerned account. 

In the Rokad Bahi Journal Entries are written and, therefore, 
from its dfebit-sidc (Kharch Bajoo) the entries are posted to the 
debit-side (Kharch Bajoo) of the concerned accounts and from the 
credit-side (Jama Bajoo) to the credit side of the concerned accounts. 

This method is remarkably simple and easily understandable, 
because, throughout the account-keeping work, the Jama and Kharch 
Bajoos are maintained on the same lines as that of the Rokad Bahi — 
the journal book. Ledger Accounts, Trial Balance, Final • Accounts 
and the Balance Sheet are all classified as Jama Bajoo and Kharch 
Bajoo and the relative balances are entered in all cases on the appro¬ 
priate sides. 

It is worth mentioning here that though the sides of accounts 
are changed under the Indian system, the entries on the credit-side 
of an account under the English system arc entered on the Jam,a 
Bajoo under the Indian system, and those entries on the debit-side 
are recorded on tfie Kharch Bajoo. Thus, Credit equals Jama and 
Debit equa's Kharch. Principles of recording remain the same, but 
only the* sides of accounts differ. This does not and should not make 
the Indian system different from English system. Even in Engiisn 
system, sometimes, as in the case of Hotel Visitors* Ledger, the upper- 
portion of liie page is the Debit-side of the A/c and the lower portion 
is the Credit-side. If we see the Balance Sheet under the American 
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Assets arc recorded on the left-side and Liabilities on the 
System, these are a matter of custom and convention followed 

• different countries for their convenience. But, in all cases the 
'!L,hle entry principles are equally followed. Marginal changes in 
^orientation of accounts arc made to satisfy the needs and customs 
AKaders concerned but they do not defy the fundamental 
orinciDles of double entry. With a little change in ns form the 
English system Journal can be made easily comparable to the Indian 
system Rokad Bahi or Kird. 

Following is the usual form of a Journal ; 


Pate 

Particulars 

L. i 
F. 

o, | 

Cr. 

1972 
Nov. 1 

Cash Account 

To Capital Account 

Dr. 


Rs. 

5,000 

i 

Rs. 

5.000 

.. 1 

Furniture Account 

To Cash Account 

Dr. ! 


1 ““I 

500 

.. 2 

Purchases Account 

ToXYZCo. Account 

Dr. 


2,500 

2.500 

.. 3 

Cash Account 

To Sales Account 

Dr. 


1,800 

1.800 

» « 

ABC Co Account 

To Sales Account 

Dr. 


600 

r 

600 


Total 



10,400 

10,400 
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In the above case the entries make it very clear as to which 

accounts are to be debited and which are to be credited. Accounts V 

mentioned on the credit-side are posted to their credit-side and those 
mentioned on the debit side are posted to their debit-side This is 
what exactly is done under the Indian system where the Rokad Bahi 
appears as under for the above transactions : 

Rokad Bahi or Klrd 



Jama 


Kharch 

Rs. 

5,000 

Capital A/c Jama 

1-11-72 

Ks. 

500 

Furniture A/c Kharch 1-11-72 

• 

2,500 

XYZ Co. A/c Jama 

2-11-72 

2,500 

Purchase A/c Kharch 2-11-72 

1,800 

Sales A/c Jama 

3-11-72 

700 

ABC Com. A/c Kharch 4-11-72 

600 

Sales A/c Jama 

4-11-72 


Rs. 3.600 


Rs 9,900 


6,300 

Cash Balance c/d 




ks. 9,900 

■ « • 


(In fact the Rokad Bahi is balanced every day and hence it is 
also called Roj Mel ^ >m- Since daily balancing is made, the 
dates are not written in the particulars column but at the top only. 
This will be explained later.) 

As you can observe from the entries in the Rokad Bahi, the 
cash transactions are not entered in full. Only the non-cash aspect 
of the cash transaction is recorded either on the Jama or on the 
Kharch side depending on whether the account is to be credited 
(lama) or debited (Kharch). In other words, when there is cash 
transaction, crediting or debiting Cash A/c is not recorded but only 
the debiting or crediting of the respective concerned account is recor¬ 
ded on the relative side. This affords the trader to balance the Rokad 
Bahi, as is done in the above example. This is the specialty of the 
Rokad Bahi or Kird. This itself makes the Rokad Bahi superior to 
the Journal of the English system where balancing cannot be made. 

At this point students should remember a very important point 
about the Rokad Bahi. This Bahi is written on the principles of a 
Journal and indicates as to which accounts are to be credited on the 
Jama Baioo and which accounts are to be debited on the Nam Bajoo. 
Therefore, the terms Jama and Nam (or Oodhar) on the Rokad Bahi 
(Cash Book) apply to the accounts written on their respective sides 
and not to the Cash A/c, i.e., tne Rokad Bahi as in English system. 
Further in this Bahi the cash transactions are so written that the Cash 
A /c aspect of the entry is left out and only the corresponding account 
(of the cash transaction) is written. Therefore, when for cash sales 
only ‘Sales A/c’ or. ‘Mai Vikri Khate’ is written on Jama side, it 
moens that ‘Sal<* A/c Gr.lJama)’ and ‘Cash A/c Dr. (Nam) . Simi- 
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. --,i a rv is paid, and ‘Salary A/c’ or ‘Pagar Khate’ is entered 

larly when sa *7 th £ . Salary a/c is Dr.’ for which the corresponding 

SS’j.'&aA »■ <W- 

Th„. for recording cash transactions the expressions ‘Cash A/c 
nr (Nam)’ and ‘Cash A/c Cr. (Jama)’ are kept silent and the corres- 
D iwCr and Dr. are clearly written. This is just the opposite 
p r?he Fnglish system where wc say, in the Cash Boolc To Sales A/c , 

° f h ^lrs 8 A/c Cr. for which ‘Cash A/c Dr.’ This Dr. is written 
'•* ’« the A-count and applies to cash A/c but Cr. is not written 
r Sales A/c which is understood Similarly, when we read By 
slrv A/cS it means, cash A/c Cr., which is written across the 
Account, and Salary A/c Dr., but this Dr. for Salary A/c is not 
written and which is understood. 

Therefore, the Rokad Bahi should not be read like the cash 
Account of the English system. Since the Rokad Bahi is written on 
ihe Drinciples of journal entry book and the terms Jama (Cr.) and 
Nam (Dr.) do not apply to Rokad Bahi but to the accounts ment.on- 
rrl on their respective sides. Therefore, for the Jama Bajoo entries of 
rash transactions ihe meaning is ‘Cash A/c Nam (Dr.) and Entries 
'n the Jana side are Jama (Cr.)’. Similarly, for the Nam Bajoo 
entries of cash transactions, the meaning is ‘Entries on Nam Bajoo 
are Nam (Dr.)’ and ‘Cash A/c Jama (Cr.)’. 

However, the terms Jama and Nam used in Khatas, t.e., 
accounts apply to that account itself, unlike the Rokad because the 
Rokad is a journal but Khaia is an account. 

Thus by following the rules of journal book but writing cash 
transactions in the above manner, and writing the credit transactions 
hTfull the Rokad Bahi works as a real journal for all transactions and 
also as Cash A/c and therefore it can be easily balanced. The journal 
of the English System fails to give this result. 

As already illustrated above, the Rokad Bahi or Kird includes 
even the credit transactions. Thus only one Rokad Bahi will _ 
sufficient to make the original record of all transactions Anoth 
book for ledger accounts —Khata Bahi or Khate Pustak—will contain 

many ledgers. 

In large business, however, the Rokad Bah i is used ° n |X 
cash transactions and separate journal books or or 

Purchases, Credit Sales and Returnr are kept and als ° ^ 

F.xchauge* A journal proper (Khasnodh or Aamnodh 3Tr*T W) 
kept for non-cash transactions. 

However, the Rokad Bahi can still be used for credit tran¬ 
sactions that cannot be recorded in any of the above books. In tact 
in non-commercial institutions all credit transactions are rc t c ° r “ e< V" 
• the Rokad Bahi. This method is advised by rnanyaccountants also, 
and still a large number of firms-keep only Rokad Bahi.for cash an 
all ciedit transactions.' 
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The above explanation is given to impress upon the 
students the fact that the Indian system of Book-keeping is 
nothing short of the English system ; it is clear, simpler yet 
flexible and is complete and perfect in all respects. 

BOOKS OF ACCOUNTS USED IN DESHI NAMA 

1. Rokad Mel or Bahi or Kird = Cash Book or Cash 
Journal. 

2. Jama Nodh or Jama Nakal Bahi or Mai Kharidi 
Pustak —Purchases Book or Invoice Book. 

3. Oodhar Nodh or Nam Nakal Bahi or Mai Vikri 
Pustak = Salcs Book or Day Book. 

4. Mai Parat Oodhar Nodh or Jama Nakal Bahi = Re¬ 
turns Outward Book. 

5. Mai Parat Jama Nodh orjNam [Nakal Bahi = Returns 
tfnward Book. 

6. Lehni Hnndi Nodh= Bills Receivable Book. 

7. Devi Hnndi Nodh «=»Bills Payable Book. 

8. Khasnodh or Aamnodh=>Joumal Proper. 

9. Khata Bahi or Khate Pnstak =Ledger Book. 

In the following pages we have explained how the above books 
arc recorded. 

Folding the Nodh or Bahi 

Except in the case of Hundi Bahis, all Bahis are usually folded 
into eight folds which work as columns - four each on the Jama and 
Kharch or Nam Bajoos. The first column on both the Jama and 
Nam (Kharch) sides is called the ‘Sira* firu column, the outer 

column and the other columns are known as ‘Peta* for, inner 

columns. In the Sira Column the net amount of each transaction 
is written and against it are written the details or Tapshil 
in the Peta Column*. Further, the date and L.F. Columns (or the 
J.F. Columns in the Khata Bahi) are not found in the Nodhs 
(Nonds), but the date is written across the top of the Rokad Bahi 
and in the appropriate place against the transactions in other Bahis 
and Khatas. When the posting from thef Nondhs (Nonds) is com¬ 
pleted a check mark as (/) or (o) is written below the amount in the 
Sira Column and the Kata Panna (L.F.) Number is entered in the 
Peta Columns against the name of the account posted, with the words 
Kha. Pa. 

• 

Rokad Bahi or Kird (Cash Book) 

As already explained earlier, this book is used to write mainly 
the cash transactions. However, small business houses and many 
non-commercial institutions use this book for recording all credit 
transactions also. 



7 


INDIAN SYSTEM OF BOOK-KEEPING. 


The left-side is the receipts or Jama side and the right-side the- 
vtnents or Nam (Kharch) side. At the end of everyday the 
Rkad Bahi is balanced and every day it is started anew with the 
*oening balance. Every page is usually subscribed at the top. 

ith the name of the firm and every day's Rokad Bahi starts with 
Jhe words of reverance to one’s special diety or Ishta Devta ^ 

The date is usually written across every page and according to the 
Vikram calendar ftrvrft with the day of the week ; and also, 
according to the Christian calendar. 


Method of Recording 

While recording the cash transaction, the cash account aspect 
f the entry is not entered, but the other account or aspect only is 
°ntered on the Jama side if that account is to be credited; and on 
the Nam (Kharch) side if that account is to be debited. For example, 
f the entry is Cash Account Dr. and Capital Account Cr., only the 
credit side of the entry, t.e., the non-cash aspect is recorded on the 
Tama side as “Poonji or Bhandval Khate Jama.” Similarly, 

‘fth* entry t> Furniture Account Dr. and Cash Account Cr ., the non- 
*/ h aspect, t.e., Furniture Account is recorded on the debit, t.e.. 
Nam (Kharch) side, as “Furniture Khate Nam or Kharch”. 

However, when a credit transaction is to be entered, the debit 
aspect of the entry is written on the Nam side and the credit aspect 
on the Jama side. For example, if the entry is Purchases Ale Dr. 
find XYZ Co. A/c Cr ., then on the Jama side is written “XYZ Co. 
Khate Jama” and on the Nam side, “Mai or Mai Kharidi Khate 
Kharch or Nam” is written. 


Posting 

As already noted, amount from the Jama side is posted to the 
Tama side of the conrerned account and the amount from the Nam. 
side is posted to the Nom side of the concerned account. After 
posting the amount the reference is given as (o) below the amount 
and as *TT. <TT. (^^PT) 5b’, against the entry in the Peta column. 


Balancing 

Balancing the Rokad Bahi is inown as Bidh Milano. The 
procedure is as under : 

(o) At the end of the last entry on both sides, a horizontal 
line is drawn.across the Peta Columns only.' 

(6) Below thin line and in the middle of the Peta columns, 
the respective totals of the Jama and Nam Bajoo arc 
written. 

(c) Two underlines are drawn below the heavier total. 

(d) The difference between the two totals- iV written in.the 

Siia (outer) column of the otH»*r side {the tQtal of “which 
is lesser), with the words in the Peta column, ‘Shri Rokad - 
Baki Rahe (graft Tf)’ or ‘‘ Shri purant Baki* (ijft 3T^t) 
or 4 Sh$i Silak’ («fr at the close. 
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(e) Another line is drawn under this last entry and in the 
Peta columns only. 

( / ) Finally, the grand total of this side is now written in the 
middle of the Peta column and again two underlines arc 
drawn covering only the Peta Columns. 

In the case of Rokad Bahi, it is the Jama side total which is 
always heavier. Hence the balance is always entered in the Sira 
column of the Nam side. (This balance is written on the Jama 
Side at the commencement of the next day’s Rokad Bahi.) Some 
traders classify their closing cash balance into notes, coins of Rupees 
and other changes and amount with others, and write this in the 
Peta columns. 

The Band (**) and Kachcha Rokad 

Many merchants keep an ordinary rough book, called Band 
for making brief notes (Tippan=fewm) of cash transactions. 

With the help of these notes the Kachcha Rokad is prepared, I 
transactions written consecutively in order of their happening and 
where payments to persons are made, payee’s signature is taken 
there only so that in itself works as a voucher. Soms merchants 
later on prepare a fair copy or Pakka Rokad Bahi where different 
transactions of the same type are grouped and one total entry made 
For example, if to one p-rson money is paid many times in a day, 
that is recorded so many times in the Kachcha Rokad, but only one 
total entry is made for them in the Pakka Rokad. 

Given below is the specimen of a Rokad Bahi with cash and 
credit transactions. 

SHRI MURARI LAL MISHRA’S ROJ MEL ^ 

Skri Samvat 2029, Mlti Kartic Sad 1, Somwar, 6-11-1972 


Jaiua __ 

10.000/- Shri Poonji Kbate Jama 
o 10,000/- Capital Invested 

Pa. 1 

3 500/- Ram Lai Khate Jama 
o 3,600/- for goods Less 

10Q/- Discount 


0,500/- 

Pa. 22_ 

2,500/- Maan Lai Khate Jama 
o 2,400/- for goods 
7!/- for freight 
52/- for octroi 


Nam 

500/- Furniture Khate Nam 
o 500/- Paid Cash 
Pa. 6 

8.000/- Mai Kharidi Khtte Nam 
o 2,000/- Cash paid 

3,500/- Bought from Ram La 
2 500/- Bought from Madan 

Lai 

8 , 000 /- 

Pa. 8 

200/- Kiraye Khate Nam 
o 210/- Rent for shop paid up- 
to 5-12-1972 
Pa. 20 


2,500 
Pa. 4 
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4 000/- Mai Vilen Khate Jama 

a 1,000/-for Cash Sales 

I 800/- Sold to Bharatram 
1*200/- Sold to Hariram 


4,000 
Pa. 12 


20 , 000 /- 


1,800/- Bharatram Khate Nam 
o 1,900/- for goods. Less 
100/- Discount 

1,800 
Pa. 10 

1,200/- Hariram Khate Nam 
o 1,175/-for goods 
25/- for freight 

12,000 

Pa. 14 

11,700/- 

8,300/- Shri Rokad Bahi Rahe 

Notes Rupee Coins Changes 
8,0u0/- 250/- 50/- 

, - M —. _ . , - aiMW ■ 

20 , 000 /- 


Sbri Samvat 2029, Miti Kartik Sud 2, Manga!war, 7-11-1972 


Jama __ 

8.300/- Shri Rokad Baki Rahe 
100/- Vitav Khate Jama 
o 100/- Discount Received 
from Madanlal 

Pa. 18_ 

1 800/- Bharatram Khate Jama 
o 1.800/- Cheque Received 
g Shankarlal 

Pa.,10 __ 

2,000/- Canara Bank Khate Jama 
o 2,000/- Paid to Ramlal 
by Cheque 

Pa. 16 


1,200/- Hariram Khate Jama 
o 1,200/- Cheque Received 
Pa. 14 


Nam 


13,400/- 


8 , 000 /- 

o 


1,500/- 

o 


2 , 000 /- 

o 


Canara Bank Khat^ Nam 
5,000/- Cash Deposited 
1,800/- Bharatram’s Cheque 
1,200/- Hariram’s Cheque 

8,000 Deposited 
Pa. 16 

Madanlal Khate Nam 
1,400/- Cash paid and 
100/- Discount Received 
Shambhulal 

1.500 
Pa. 4 


Ramlal Khate Nam . 

2,000/- Paid by Cheque, 500 
Pa. 12 


Majoori Khate Nam 
50/- Paid wages 
Pa. 24 


10/- Kharcha Khate Nam 
o 10/- Paid for entertainment 
expenses 


11,560/- 

1,840/- Shri Rokad Baki Rahe 

Notes Rupee Changes With 
Coins Head- 

Clerk 

1,750/- 25/- 15/- 50/- 


13.400/- 
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Notes : (I) The Idler denotes which means ‘by the hand of* 

or ‘through’. It indicates the person through whom .4 
money is received or paid. Sometimes 'in.' is used ^ 
meaning thereby iTI^rT which is also same as 

(2) Balancing is done not on the same line on both sides 
but just be low the last entry on each side. 

(3) Grand totals of both sides, which are equal, arc written 
not in the amount column but in the Pcta columns. 
(However, some traders write the totals in the amount 
columns only ) 

Jama Nond or Jam Nakal Bahi or Mai Kharidi Pustak 

(Purchases Book) # j 

In this book only credit purchases of goods for resale are 
recorded. It does not contain Jama and Nam sides. On the ex¬ 
treme left-side amount of each invoice is written. Against it is M 
written the name of person from whom goods are bough: on credit. 
There arc no separate columns for date and Invoice Number. Both 
are entered in the Pda columns, below the name of the personal 
account. Also, the L.F. is written in the Peta Column, as igj. g. 

56, etc. 

Posting. This book represents the Purchases Book of the 
English System and like in that book, individual entries arc posted 
to the Jama (Cr.) side of concerned personal accounts and the 
periodical total of the Book is posted to the' Nam (Dr.) side of the 
Mai Khatc or Mai Kharidi Khatc. At the end of a fixed period 
the total of the b »ok is written in the Sira—the amount—column 
• and against that is written ‘Mai Khatc or Mai Kharidi Khate Nam. 

Oodhar Nond or Nam Nakal Bahi or Mai Vikri Pustak (Sales 
Book) 

In th’$ book only the credit sale of goods (in which the trader 
deals) are recorded. The method of recording is the same as in the 
case of Jama Nond. The amounts are written in the first column 
and other particulars in the second and subsequent columns. Against 
the name of the customer the word Nam is written, as : 

10,000/- Vidya Saran Shukla Khate Nam, 

Karlik Sud 4th, Dt. 9-1 .-197*, 

10,COO, 50 Bales @ Rs. 200 each as 

per Bill No. 22. P - 20. 

The Nam Nond is also totalled periodically. Individual entries 
in the Nond are pasted to the Nam (Dr.) side of personal accounts 
concerned and the total of the book is posted to the Jama (Cr.) side 
of the Mai Khate or Mai Vikri,. Khate. As in the case of Jama 
Nond, in the Nam Nona against the periodical total is written Mai 
Khate or Mai Vikri Khate Jama’. 
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| Parat Tama Nond and Mai Parat Nam Nond (Returns. 
Ma L«^a» n «l Return* OaUvtrd Book.) 

These are Returns Inward and Returns Outward Books, res- 
rvrtiveiv wherein the returns of sales and purchases are entered. 
Strriesin the Mai Parat Jama Nond are made as “Hariram Khate 
j " ctc<> and the total is worded as ‘Mai .Parat Jama Khate 
Nam*/ Similarly, in the Mai Parat Nam Nond are written “Jamna- 
Has Khate Nam”, etc., and the total is woided as ‘Mai Parat tyam, 
Khate Jama’. Other details are as in the case of Jama Nam Nonds. 

Mai Khate or Kharidi Vikri Khate 

Many merchants do not maintain separate Jama and Nam 
Mnnds as also t)fc Mai Parat Nods. Instead they keep only one 
account ‘Mai Khate’ or ‘Kharidi Vikri Khate’. All cash and credit 
purchases and sales are recorded in the Rokad Bahi and are posted* 
to Nam and Jama sides, respectively, of the Kharidi Vikri Khate. 
Even returns are dealt in the same way. 

This Kharidi Vikri Khate also functions as the Trading 
Account. All purchase expenses arc posted to the Nam side of the 
Kharidi-Vikri Khate at the end of the year, through the Khas or 
Aam Nond (Journal Proper^. The closing stock is taken as the 
Balancing figure of the Kharidi-Vikri Khate and its value is recorded 
on the Jama side. The difference between the Jama Bajoo and 
the Nam Bajoo of the Kharidi-Vikri Khate will be the Gross Profit 
(Koole Nafa). This amount is transferred to the Profit and Loss 
A/c—Nafa Nuksan (or Tota) Khate—by writing the amount on the 
Nam side of Kharidi-Vikri Khate, as ‘Nafa Nuksan Khate’. The 
sama amount is written on the Jama side of the Nafa Nuksarv 
Khate. 


Alternatively , entries are made in the Aam Abnd as under : 


Jama 


Nam 


5C0/- Kharidi Kharcha Khate 
o Jama 

Being transfer of Purchase 
Expenses 


3,500/- Kharidi-Vikri Khate Jama 
o 

3,500/- Closing Stock 


5,500/- Nafa-Nuksan Khate Jama 
o 

5,500/- Gross Profit transferred 


9,500/- 


3,500/- Mai Silak Khate Nam 
o ' 3,50Q/- Closing Stock 
recorded 


6,000/- Kharidi-Vikri Khate Nam 
o 500/- Transfer of Purchase 
expenses 

5,500/- Gross Profit transferred. 


6 , 000 /- 


9,500/- 


The Mai Silak Khate (Stock A/c) is debited and, therefc^re, it 
will show debit balance which will .be shown in the current «year’s 
Balance Sheet. At the beginning of the next year, this Mai Silak. 


PP A—11/39 
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Khate will be closed by passing the following entry in the Rokad 
Bahi : 

Rokad Babi 

Jama Nam _ 


3,500/- Mai Silrk Khate Jama 

o . 3,500/- Opening Stock trans¬ 

ferred 

3,500/- 


3,500/- Kharidi-Vikri Khate Nam 
o 3,500/- Opening Stock trans¬ 
ferred 


3.500/- 


Bills Receivable and 


Lehni Hundi and Devi Hnndi Nonds, i.e.. 

Bills Payable Books 

As in the case of English System all Bills Receivable are re¬ 
corded, with their details, in the Lehni Hundi Nond and Bills Pay¬ 
able arc recorded in the Devi Hundi Nond. But from the account¬ 
ing point of view there arc two methods of treating the records of 
Hundis. 

(i) Memorandum Record. Records in the Hundi Books 
ate treated as memorandum entries. No postings to the personal 
accounts and Bills Receivable or Bills Payable A/c are made. In 
fact the latter accounts are not found in the ledger at all. Only 
when a Bill is realised or discounted and cash is received, the entry 
is made on the Jama Bajoo of the Rokad Bahi in the name of the 
concerned person (the drawee or the endorsee) and the amount is 
then posted to hi$ Jama Baj x>. Similarly, when a Bill is discharged 
and cash is paid it is recorded on the Nam'Bajoo of the Rokad Balu 
in the ncme of the concerned person (the drawer) and then amount 
is posted to his Nam Bajoo. There shall be no entries "> r endorse¬ 
ment and dishonour (except where it is discounted) of Bills Out¬ 
standing, Bills Receivable and Payable arc not shown in the Balance 
Sheet, but the amounts outstanding will be appearing in the Debtors 
and Creditors’ accounts, respectively. 

(ii) Opening Bills Accounts. In this case the treatment U 
made exactly like under the English System. Entries ftom the 
Lehni Hundi Nond (B/R) are posted to the Jama Bajoo of the con¬ 
cerned personal accounts and the periodical totals arc posted to 
the Nam Bajoo of Lehni Hundi Khate. Similarly, entries from the 
Devi Hundi Nond (B/P) are posted to the Nam Bajoo of the con¬ 
cerned personal accounts and the periodical totals arc posted to Uie 
Tama Bajoo of the Devi Hundi Khate. Realisation --and discharging 
of Hundis are entered through the Rokad Bah. anc dishonour* aie 
entered through the Aam Nond (Journal Proper). Since Hundi 
Accounts are opened in the Ledger, the balances of Lehm Hundi 
(B/R) and Devi Hundi (B/P) Khates are shown m the Stance 

Sheet. 

Most of the smsfll and medium-size merchants follow tht tirst 

method and also thoy keep only one Hur.di Bahi or Nond where 
both the Lehni and Devi Hundi details are recorded. 
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Aatn Nond or Khas Nond (Journal Proper) 

In this book arc recorded those transactions which cannot be 
tered in any of the special types t>f Bahis. It is the same as the 
?V rll . .,1 Proper of the English System and the transactions that are 
recorded here arc : (a) opening entries, (6) closing 

fr entries, (d) credit purchase and sale of assets, 

&1S and (f ) Havala or Adjusting entries, etc. 


enjries, \s)'trans- 

(e) dishonour of 


The rulings or foldings arc the same as in the case of Rokad 
Bahi. rhe ,cft sidc is J ama ? nd the ri S ht side Nam. Credit or 

Tama aspect of every entry is written on ihc Jama Bajoo and the 
Debit or Nam aspect is recorded on the Nam Bajoo. The postings 
arc made in the same way as in the case of Rokad Bahi, to. the 

lama Bajoo of the concerned accounts from the Jama Bajoo of the 
Aam Nond, and from its Nam Bajoo, to the Nam Bajoo of the con¬ 
cerned accounts. 

Following is an example of the Aam Nond : 

J5HRI MURARI LAL MISHRA S AAM NOND 
Shri Samvat 2028, Mill Aswio Vad 3“, Raviwar, 5 11-1972 


Jama _____ 

10 00C/- Kharidi Khalc Jama 
' I0.0C0/- Being transfer 


800/- Majoori Khalc Jama 
800/-Being Transfer 


2 200/- Kharidi Kharcha Khalc Jama 
2,200/- Being transfer 

21 000/- Kharidi-Vikri Khate Jama 
18 , 000 /- Vikri Khate 
3,000/- Mai Silk Khate 

21,000/- Being transfers 


8,000/- Nafa-Nuksan Khate Jama 
8,0(0/- Being transfer of 
Gross Profit 


200/- Furniture Khate Jama 
2G0/- Depreciation w/o 


500/- Pagar Baki Khate Jama 
50U/- Outstanding Salary 


300/- Vyaj Khate Jama 

300/-.Interest Receivable 


1.000/- Pacar Khate Jama 

1,000/- Being Transfer 


Nam 


13,000/- Kharidi-Vikri Khate Nam 
10.000/- Kharidi Khate 
800/-Majoori (Wages) 

Khate 

2.2C0/- Kharidi Kharcha 
Khate 


13,000 

Being the transfer of above 
accounts 


18,000/- Vikri Khate Nam 

18,000/- Being transfer 

3,000/- Mai Silk Khate Nam 

3,000/- Being Closing Stock 

8,000/- Kharidi-Vikri Khate Nam 
8,000/- Being transfer of 
Grcss Profit 


200/- Ghasara Khate Nam 

200/- Depreciation on Furni¬ 
ture 


500/ Pagar Khate Nam 

500/- Salary Outstanding 


™ 0/ - Vpaj Baki Khate Nam 
300/- Inteiest Receivable 
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200/- Kiraye Khaie Jama 
200/- Being transfer 


1,800/- Kharcha Khatc Jama 
1,800/- Being transfer 


200 /. Ghasara Khatc Jama 
200/- Being transfer 

1,400/- Nafa-Nuksan Khate Jama 
600/- Vyaj Khate 
800/- Adat Khate 

1,400/- Being transfer 

6,200/- Murari Lai Poonji Khatc 

Jama 

6,200/- Being net profit 
transfer 


53,800/- 


3,200/- Nafa-Nuksan Khate Nam 
1 ,000/- Pagar Khate 
200 /- Kiraye Khate 
1,800/- Kharcha Khate 
200/- Ghasara Khate 

3,200/- Being transfers 

600/- Vyaj Khate f7am 
600/- Being transfers 


800/- Adat Khate Nam 

800/- Being transfer 


6 ,200/- Nafa-Nuksan Khatc Nam 
6.200/- Being Chokho Nafa 
(Net Profit) transfer 


53,800/ 


Khata Bahi or Khate Pustak (Ledger) 

Khata is an Account and the book containing Khates is called 
Khata Vahi or Bahi. The Khates are prepared by posting the 
entries from Rokad and other Journal Bahis. Each page is folded 
into eight parts and four parts of each are provided for Jama and 
Nam Bajoos. The left-side is called the Jama. Baj jo and the right-side 
the Nam Baj do. Tnese terms apply to the Khate itself. Tfie posting 
is known as Khatan (^cTT^TT) or Khatavni. The first column on each 
side is the amount column (the Sira column) and the other three are 
Pata columns. Here, only the abbreviation of the name of the Bahi 
and its folio are written against the amount. The miti or date of 
the original entry in the Bahis is also written. For example : 

5, fafa am^T 5, which means the ‘entry is posted from 
Page No. 5 of the Rokad Bahi, dated 5th day of the Ashwin 
Sud’. The balancing of the accounts is made as explained in the case 
of Rokad Bahi. 


While balancing a personal account, if the Jama total is more 
than the Nam total, the difference is written on the Nam side as 
‘Baki Dene Rahe* (Balance Payable) and after tallying the account, 
this Baki is written on the Jama side as ‘Baki Dene Rahe* with the 
date or miti. If the Nam total is more than the Jama total, the 
difference is written on the Jama Bajoo as ‘Baki Lehne Rahe* 
(Balance Receivable). After tallying, the same amount is entered 
on the Nam side as ‘Baki Lahne Rahe’ with the date. In the case 
of Real Accounts the Nam total is always more than the Jama' total 
and therefore the diffeience is written on the Jama side as ‘Silak 
Baki Lena’ and after tallying, the same amount is written on the 
Nam side with the. vyords ‘Silak Baki Lena*. As in the case of 
English System, the Nominal Accounts are not balanced but are 
closed by transfer to Hharidi-Vikri Khate (Trading A/c) or Nafa- 
Nuksan A/c (Profit &. Loss A/c). Following are a few specimens : 
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SH(U JaMNADAS KHATE-S.Y. 2028 


Jama 

Nam _ 

2,000/- Jamanond P. 6, Ashwin 

Vad 5 

800/- Rojmel P. 10 Ashwin 

Vad 10 

500/- Rojmel P. 20 Ahswin 

Vad 13 

2 ,000/- 

700/- Baki Dene Rahe 

Ashwin Vad 30 

1.300/- 

700/- Baki Dene Kahe 

2 ,000/- 

SHRI PRABHUDAS 

KHATE—S.Y. 2028 

Jama 

Nam 

300/- Rojmel P. 15 Ashwin 

Vad II 

500/- Nam nond P. 8 Ashwin 

Vad 1 

300/- 

800/- Baki Lehnc Rahe 

600/- Nam nond P. 9 Ashwin 

Vad 7 

1 ,100/- 

1 ,100/- 


800/- Baki Lehnc Rahe 

Ashwin Vad 30 

SHRI FURNITURE 

KHATE-S.Y. 2028 

Jama 

Nam 

200/- Aamnond P. 212 

Ashwin Vad 30 

( Depreciation) 

200/- Silk Baki, Kartik 

Sud l 

1,800/- Rojmel P. 1 Kartik 

Sud 1 

2 .000/- 

200 /- 

1,800/- Silak Baki Lena 

2 ,000/- 

1,800/- Silak Baki Lena 

Ashwin Vad 30 

SHRI VIMA KHATE-S.Y. 2028 

Jama 

Nam 

100/- Aam nond P. 212 Ashwin 

Vad 30 ( Prc-paid ) 

400/- Rojmel P. 150 Sharvan 

Sud 1 

300/- Aam nond P. 212 Ashwin 

Vad 30 

(Transfer to P. & L. A/c ) 

400/- 

400/- 



Betho Mel or Valxi is the summarised Cash Book which i* 
made up of the cash transactions of a fixed period, say, a week or a 
mortth. The daily transactions are recorded in the Kachchi Rckad 
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■and the Betho Mel is then prepared with its help. This reduces 
the labour and number of postings. 

Pota Mel or Katch Sarvayan. This is the Trial Balance 
prepared after the Balancing of all the Khates is completed. It is 
also called, Katcha Chittha, Ankra Talpat or Tale Band 

(cTT^r *??) 

Mai Nafa-Khata or Kharidi-Vikri Khate (Trading Account) 

Usually no separate Trading Account is opened for finding out 
Gross Profit. All purchases and sales, and returns are recorded in 
the Kharidi-Vikri Khate. Then the gross profit is worked out as 
explained on page 532. If, however, a Trading A/c is to be prepared 
separately, then, the balances of Kharidi Khate, Vikri Khate and 
other necessary accounts are transferred to Mai Nafa Khata or 
Kharidi-Vikri Khate or Kharid Valero or Vechan Khata. The 
trading account for the entries made in Aam Nond on Page 534 will 
appear as under : 


SHI MURARILaL mishra 
KHARIDI-VIKRI KHATE 
[Trading Account] 

Shri Samvat 2028 Ashwin Vad 30, Raviwar, 5-11-1972 

Ja ma A 'am 


21,000/- Aam Nond P. ... 

18.00C/- Vikri Khate 
3,000/- Mai Silak 


21 , 000 /- 

21 . 000 /- 


13,000/- Am Nond P.... 

10,000/- Kharidi Khate 
8C0/- Majoori Khate 
2,200/- Kharidi Kharch 
Kfiate 

13,000/- 

8.000/- Aam Nond P. ... 

8,0C0/- Gross Profit 

21 , 000 /- 


Nafa-fiuksan Khata or Vatav Khata. It is the Profit and 
Loss A/c prepared on the lines of English System. After transferring 
the Gross Profit to this account, all other Nominal account balances 
are also transferred through the Aam Nond. The result—Chokho 
Nafa (Net Profit) or Chokho Tota (Net Loss)—is transferred to 
Poonji or Bhandwal or Capital Account as under : 
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nafa-nuksan khate 

Sbri Sarovat 2028 Ashwi- Vad 30, Raviwar, 511-1972 


Jama 


8,00°/- ^joO/^GrosTProfit 

^VyajKha.e 
800/- Adat Khaic 


1,400/- 


3.2C0/- Aam Nond P- 

1,000/- Pagar Khate 
200/- Kiraye Khate 
1,800/- Kharch Khate 
200/- <3hasara Khate 

3^00/- 


o 400/- 6,200/- Aam N&nd P. ... 

' = =, = = =» = 6,200/- Net Profit transferred 

= — “ ’ io Capital Account 

9^400/- 


Pakka Sarvayun or Adhave Patrlka This is the Balance 
F ,r„rted with the help of unclosed balances of Personal and 

Sheet constructed w. i tne n P sides Qn |rft and 

R«> Jama Bakis (Liabilities or Cr. Balances) 

■MSSCKjSI Bajoo and ,h. Nan, Baki, (A«t. or Dr. 
Balances) aic vviitten cn the Nam side. 

SHKI MlIRARI LAL MISHRA 
PAKKA SARVAYUN 

Shri Samvat 2028 Ashwin Vad 30, Raviwar, 5-11-1972 

Nam _ _ 

Jama _—--- 

,2.000/- MurariU. Poonji Khate Igft 

6,200/- Chokho Nafa 3,000/- Mai Silak Khate 

— —-— 4,100/- Lehini Rakam 

|8,20 S/’ nr-nr Rakam 300/- Vyaj Baki Khate 

3 ’5M/-‘ Pagar Ba* Khate_ 300/- Shn Rob* Uto_ 

— 22,500/- _ 22,500/- 


22,500/- 


Some other terms used In Dehi Nama 

Purchuran Rokad Bani 
Amanat Khata/Uplek Khata 
Bharatiyu ' 

Havala ... 

ponch . : . 

Lehandar • • • - 

Devadar * 

Lehna ...» 

Deva ... 

Len Den ... 

Terij 

Vatav • • 

Akher Havala . • • 

Doobat Lehni - 

Debit • 

Credit .... 


= Petty Cash Book 
= Suspense A/c 
= Invoice for goods sold 
= Adjusting Entry 
= Voucher Receipts 
«= Creditor 
= Debtor 
= Assets 
= Liabilities 
*= Transactions 
= Analysis 
— Discount 
=Clo$ing Entries 
= Bad Dtbts. 

= Nam, Udhar, Kharch 
= lama 













_ Distinction between Indian System and English System _ 

Points of Difference English System Indian System 
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Accounts of Co-operative Societies 

r n ..Deration in simple terms means the ‘working together with 
. f C ° Sual help and benefit’. This working together is a quite 
*”* f °f Tality among men and women. The benefits accruing lrom 
n i? tUr nnrrativc living in an ordinary course have been extended to 
' 'TSSTtcolic activities in the world. The evils of 
thc . 0 f? too much concentration of wealth and economic 

S in the hands of a very few people, have been the main cause 
r the development of co-operativism. Men who love individual 
rhrrtv and have high regards for democratic methods of organisation 
have struck a golden mean in co-operation between capitalism and 
communism. 

Following the principles of one. for all and all forrone ; equality ; 

democracy ; neutrality to cait% creed and sex ; investment 0 f capital 

for'obtainiiij « >™rn,c good and services at r*i»on>iblA rates and not 
f r rll . n inir profit) ; self-government ; arul encouragement for thrift and. 

co-operative societies have achieved remarkable success 
in different fields of economic activities. Though in our country co¬ 
operation has not made much headway ultimately, .it must succeed. 
The private sector is slowly giving way to co-operative sector. Many 
co-operative societies have come up in different fields of activities, 


such as : • 

(a) Farming ; 

(b) Production ; 

(c) Credit or Banking ; 

\d) Trading, i.c., Consumer Co-operatives ; 

(e) Marketing ; and 
(/) Housing etc. 

Most of the societies arc run on a small-scale and a very few 
of them arc highly organised. In the former cases, the accounting 
work is done on the lines of the accounting that we have already 
studied in the previous chapters. However, the Cash Book and the 
other Day Books of all types of Co-operative Societies are written 
in the columnar system which we have explained in the next chapter. 
The Cash Book "has to contain special columns for Share Capital, 
Subscription, Deposits, Loan?, etc. which are special items for a 

co-operative society. ... . 

We can classify the Co-operative Societies into two mam types, 
viz., Credit Societies and Non-credit Societies. A< already stated, 
both types of societies maintain Cash Books of a special nature. 
The Non-credit Societies may also keep other Day B )oks depending 

on the transaction? and also the need of the Society. All the Day 
Books are maintained under the Columnar System for convenience, 
ease in writing and posting. 

We give in the foHowing pages specimen Cash Books of Credit 
and Consumer Co-operative Societies : 



Day Book (».c., Cash Book) of a Credit Society 
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Explanation 

(1) Except the Total Columns which represent cash columns, 

all other amount columns arc just analysis columns. Therefore only 
this column is balanced and other columns arc merely totalled. Every 
transaction is recorded in two columns, i.c , in the appropriate 
analysis column and in total column. Total of entries for one transac¬ 
tion entered in the particulars column is then extended to the Total 
Debit or Credit column as the ease may be. •' 

(2) Even for Bank Column a separate Bink Account Is opened 
in the ledger. Where there are more than one Banks with which 
account in maintained, the Bank Column will be classified into those 
different Bank Accounts such as Canara Bank Column, State Bank 
Column, Syndicate Bank Column, etc. Similarly, in the Ledger^ 
Bank Accounts are opened in the name of every Bank. Postings to 
these accounts arc made from the Cash Book as usual. 

(3) Usually monthly totals of the analysis columns arc posted 
to the concerned accounts in the General Ledger. 

(4) The Share Suspense Account is used for recording thq: 
amount received in part regularly from members. When the amount 
so received equals the nominal value of one or more shares, the 
amount is transferred from the Share Suspense Account to Share 
Capital Account. 

(5) The progressive horizontal totals of the analysis columns 
arc to be equal to the vertical total of the total column less opening 
Cash Balance on the debit side and closing-Cash Balance on the 
credit side. This enables the clerk to have the cross-check and 
verification of the arithmetical correctness of the entries made in the 
book. 

(6) Small societies maintain only the Cash Book wherein both 
cash and credit transactions arc entered. When Credit Sales take 
place, the entries arc : 

(а) in the appropriate section of the Sales Column and also 
in the total column, both on Debit Side ; and 

(б) in the Debtors’ Column and also in the total column, both 
on Credit Side. 

Both sides of total columns being filled with the same figures, 
they mutually nullify the effect on Cash Account but, when posting is 
made from the debit side, the Sales Account stands credited, and 
when Debtors’ Account is posted from credit side, the account stands 
debited. 

Similarly, for goods purchased on credit basis, the entries are 
made : 

(a) in the appropriate section of the purchases column and also 
in the total column, Loth on Credit side ; and 
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ACCOUNTS OF CO-OPERATIVE SOCIETIES 
the creditors’ column and also in total column, both on 


(6) in 

Debit si c - ^ k account remaining unaffected, when postings are 
de * Purchases Account is debited and Creditors Account is 

credited. crc( jit purchase and sale of assets also, similar entries 

rc made in the General and Total Columns. 

2 Even the opening, closing, adjusting and transfer entries 

c made through the Cash Book in the similar fashion.' 
afC (Q) In the case of Debtors and Creditors columns and also, 
*>i«rnes Bank columns, individual entri<s arc posted to the rcs- 
som - e accounts of individual debtors, creditors and Banks. Also, 
P cc 'the sake of regular check and verification, monthly totals are 
or j to separate Total Debtors Accounts, and Total Creditors 
Amount* and one Total Bank Account. This also facilitates the 
preparation of Trial Balance ai.d Final Account quickly with much 

ease. 

The analysis columns, other than those relating to Shares, Loans 
and Deposits, arc suitably changed for the differcut types of societies 
depending upon the nature of the business, goods, etc. But the 
principles of recording remain the same. 

As already stated, large societies, however, keep separate sub¬ 
sidiaries (Registers) for Sales, Purchases, Returns, Bills etc. as is done 
in the case of any other type of business organisation. 
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Columnar and Tabular 

Book-. Keeping 


Columnar book-keeping is a system employed in writing the 
day books with analysis columns for the transactions entered therein. 
The double, and threc-column Cash Book and the Analytical Petty 
Cash Bool: are the examples of Columnar Book-keeping which the 
students have already studied. These books have additional money 
columns for analysing transactions into cash, bank discount (in the 
cash book) and different expenses such as postage, stationery, travel¬ 
ling, sundries, etc. (in the petty cash book). 

The Purchases, Sales and Returns Diy Books can also be analys¬ 
ed similarly for convenience in recording the Day Book? and also for 
economy in posting the concerned ledger accounts. Those business 
houses which are run on Departmental Store basis , or those concerns 
which have different types of goods traded in, can have their Day 
Books analysed into Department^ column or into appropriate columns 
for different types of goods bought and sold. Establishments like 
Hospitals, Clubs , Charitable Institution can also use the Columnar Day 
Books. We have given a few examples on the following pages : 

Thus the analysis of purchases and sales can be easily made 
section-wise , deparlment-wise or item-wise. Even the expenses, if they 
are stereotyped, can be analysed in the Purchases Book by having 
additional columns for the same, e.g Salaries, Wages, Rent and 
Taxes, Electricity, Advertising, Sundries, etc. 
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COLUMNAR AND TABULAR BOOK* KEEPING; 


Posting. These books are periodically totalled and posted on 
the lines similar to ordinary type of Day Books. Horizontal total as 
mentioned in the last column against each person is posted to his 
account. The vertical total of each analysis column is posted to 
the concerned item account, and the vertical total of the Total 
Column is posted to the Purchases or Sales Book, as the ease 
may be. 

The veitical totals of all analysis columns must equal the 
vertical total of the Total Column. This in itself provides an arith- 
metical check on the correctness of entries made. 

Need of Tabular Book-keeping 

When the system of columnar record is applied to Ledger 
Accounts, it is known as Tabular Book-keeping. Where transactions 
involve details of a fairly standardised naiure, use of tabular ledgers, 
is made. Nqt that all ledgers are kept on tabular system mostly 
personal accounts where entries for similar types of transactions are 
made, are kept under tabular method. For example, personal ledgers 
of Hotels, Estate Companies or Landlords, Insurance Companies, 
Gas and Electricity Supply Companies, Wafer Supply Companies,. 
Municipalities, etc. contain a large number of personal accounts. 
However, very limited number of transactions arc done with each per*, 
son in a particular period. In such cases, if sale of goods and/or ser¬ 
vice to customers, tenants, etc. is separately recorded in the usual Day 
Book and then posted to individual personal accounts opened in the 
ledger, it would be a waste of time, labour and paper. Instead of this* 
therefore,.if Tabular-Ledgers are used, we can maintain both the 
Day Book and the Ledger on the same page. Also, on a single page 
many personal accounts as also the nominal accounts can be main¬ 
tained. This system runs on par with the Analytical Petty Cash 
Book. The many amount columns in a Tabular Ledger belong ta 
different nominal accounts, only the periodical totals which are 
posted to the concerned nominal account, exactly as in the case of 
Petty Cash Book. Apart from this the transactions being analysed 
in relation to each customer, or consumer, the periodical position of 
each person can be easily ascertained from such Tabular Ledger. 

Ruling. The Tabular Ledgers are ruled according to the need 
of each commercial undertaking making use of such Ledgers. We 
give below a few specimens, a careful study of which will explain 
clearly how Tabular Ledgers are used. 


Rental Ledger 


columnar AND tabular book-keep.no 
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1. Based on W. Pickle's Accountancy , p. 272. 

nation 

[a) This is the debit balance brought forward from the last month. ( See.Total Tenant* A/c) 
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(6) Total amount of income from Rent {Dr. Tenants Account , 
Cr. Rent Account.) 

(c) and (/*) represent the two sides of the total Tenants Account 
which must be equal. 

(d) Posting from Cash Book for cash received from each tenant. 

(e) represents amount deducted in the Rent for repairs (Dr. 
Repairs Account , Cr. Tenants Account.) 

( / ) shows the deduction allowed to a tenant who has vacated 
the house in middle of the month and for which the Rent is reduced 
to that extent (Dr. Rent A/c. t Cr. Tenants A/c.) 

((/) The arrears from these tenants carried forward to next 

month. , _ % , _ 

As you can observe from the above Tabular Ledger, on one 
page all personal accounts arc maintained for one month—horizontal 
figures showing the picture of each tenant’s account ; at the same 
time, the Nominal Accounts are also drawn—Rent Account and 
Repairs Account shown vertically, in columns (6), ( /) and (#*) 
respectively. 

The position of each tenant’s account can also be very easily 
ascertained. It is also not necessary to open separate accounts for 
each tenant. Even the entries in Rent Account and Repairs Account 
arc reduced because only the monthly (or any such periodical) totals 
are posted in total and not for each tenant. The correctness of 
entries in the appropriate columns can also be verified because (a) 
the grand total of the vertical totals of analysis columns of each side, 
and (6) the vertical totals of the Total Columns on both sides, must 
be the same. 

The picture of the Rental Ledger will be the same, if a Total 
Tenants Account ^total of all tenants accounts) is prepared as under • 


Dr. 


Total Tenants Account 


o. 

1072 
Aue. .1 

»% 

To Balance b/d 

To Rcni Account 

Rs. 
195 1 
550 ; 

1972 
Aug. 31 

t» 

ft 

By Cash 

By Repairs 

By Rent Account 
(For Empties) 

Rs. 

625 

45 

40 




t* 

By Balance c/d 

35 

Sept. 1 

To Balance b/d 

745 

35 

J 


745 


Note that, in practice, individual Tn-tilts’ Accounts are pre¬ 
pared and not the Total Account as above However, when the 
Retnal Ledger (Tabular Ledger) is prepared it is not neces¬ 
sary to prepare the Tenants Account either individually or 
in total. 

Entries, totals and postings arev made on the same lines in the 
case of the other Tabular Ledgers illustrated on the following pages. • 


Gas Consumption dger 
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VY. Pickle’s Accountancy , p. 272. 
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dotal Visitors’ Ledger. Large number of customers visit a 
hotel and each one stays for a very short period. Opening a ledger 

lw'til' T TT' °, f T h SUCh ViSi, ° r iS a P racticaI impossibility. 
Hence tree Tabular Ledger (also called Window Ledger) is the most 

convenient method for Hotels. As the specimen ruling shows, each 
page of this ledger has the debit side on the upper portion and the 
credit s.de at the bottoms. From left to write there are many columns 
for different rooms which represent the personal account of the visi¬ 
tor staying therein. The fixed or standard items of sales to visitors are 
printed on the extreme left side and against these items entries will 
be made in the appropriate visitors’* (room) column for use of that 
item by the visitor. The vertical total on the debit side of each room 
shows the total amount due from the concerned visitor ; and the 
vertical total on the crcdit-side shows how it is settled, with transfers, 
if any, and balances carried forward. “The horizontal totals will 
represent the total chaiges to the rooms detailed on the folio, and 
will be posted to the credit of the particular account to which they 
refer, c.g., apartments, either directly or through the medium of an 
Abstract Book.” 


Usually, each folio is used for one day and if for one day’ more 

than Qr\c page is required, the balances are carried for ward to the 

next page. Sometimes, particularly in the case of permanent ledgers 
or in the case of transfer of rooms, the totals of room columns are 
to be transferred to personal accounts in the ordinary ledger. Hence 
on the bottom portion of the Visitors’ Ledger we have an item 
‘Transfer to Ledger A/cs\ 


Where there are many rooms, usually a few sets of Ledgers are 
written each accommodating certain number of rooms. 

The daily totals in respect of each heading (Boarding, etc.) 
are entered in the total column on the extreme right side. The 
daily totals of these items are, then, transferred to on Abstract Book 
or Summary Ledger for further periodical posting to impersonal, 
accounts. 


COLUMNAR AND TABULAR BOOK-KEEPING 
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1. Based on B.G. Vickery's Principles and Practice of Book-keeping and Accounts, p. 173. 

The entries in the above bo'ok are abstracted daily from the Hotel Visitors’ Ledger and at the end of each 
, the totals are credited to the appropriate accounts in the Impersonal Ledger. 









or 


Thus, the Advantages of Tabular Book-keeping can be 

uminarised as under 

SU (1) It saves time, labour and paper in writing up Day Books 
and Ledgers 

(2) It helps in locating the errors .n additions of different 

columns. 

• (3) Many personal accounts are kept on the same page 

f0l '°' ,, 41 Thc accounts are easily kept up to date, and the positior 
r V Li unisonal account can be readily ascertained. 

° f A continuous and detailed analysis of the nominal account 

is automatically kept day to day. 

, . _ ote d however, that the use of Tabular Book-keep 

• •,^restricted only ’to those concerns where a fairly standard tram- 
^ ns take Place at fixed or regular interva s and also where th. 

* her of consumers or customers is too large Whereas, on the 
Tr hand transactions of different nature take place at irregular 
other hand, where a continuous record of personal accounts ar* 

mt he maintained. Tabular Book keeking will not be useful as com¬ 
pared to thc ordinary ledger accounts 


’B.G. Vickery's Principles and Practice of Book-keeping and Accounts , 


p. 172. 



departmental Accounts 


Mining- Generally large commercial undertakings dealing 
n7 kinds of commodities or services are divided into a 
d £jr of departments or divisions. ‘Departmental Store is the 
number o l division. Even the various processes and 

!**! fn^"manufacturing concern arc carried out in different depart- 
J ^n.s If the businessman is interested in knowing as to which 
™ e "rtment is making profit and which department is losing, it is 
d w^ential to keep the accounts of each department separately. 
The system so devised to enable the businessman to find out accura- 
?elv the turnover, expenses and profit of each department separately. 

IS called Departmental Accounting. 

Advantages 

/.\ cimparlsjn of the Departmental Results. Common Trading 
a Profit and Loss Accounts for the whole organization would not 
rhe proprietor to know the results of each department separately 
‘ without which it would be difficult for him to know whether a 
particular department is working profitably or not. 

(•2) Policy decisions based on Departmental Results. Depending 
uDon the relative cffi:iencies or inefficiencies of the departments, the 

businessman can plan his policies as to whether to mike improve¬ 
ments in the working of the departments or to close them down. 

'Method! of Departmental Accounts 

There are two methods of recording departmental transactions : 

(а) Keeping accounts of each department separately and 

i individually assuming each department to be a separate unit. 
However, the results of all dcpartm?nt< are ultimately combined in 
one common Profit and Loss Account for all the departments. 

(б) Tabular or columnar system under which the accounts 
•of each department are kept together but in columnar form. 

Since columnar method is far superior and more practicable to 
the first one, it is discussed here at length. 

Accounting Procedure 

For the preparation of Final Accounts on departmental basis, 
the details relating to purchases, sales, expenses, income etc. are made 
available by providing analysis columns in Purchase Book, Sales 
Book, Gash Book etc. for each department, on the same principles 
as in Petty Gash Book. Ledger Accounts are also ruled in such a 
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DEPARTMENTAL ACCOUNTS ^ 

Prepare Trading and Profit and Loss Account in tabular form 
assuming that 

(а) the rent, rates, taxes are pertaining to business premises^ 
which are occupied by the two departments equally. 

(б) Depreciation at 10% is to be charged on Michinery costing 
Rs. 60,000, which is used by the two departments in 2 : 1 ratio. 


Solution and Notes : 

, , T i l * ite ” s such as rent, rates, taxes and depreciations are to 

be allocated in given ratio. 10 


(2) Carriage inwards, being expenditure on purchases, should 
he allocated in the proportion of net purchases of each department 
Net Purchases means “Total Purchases less Returns.” 


(3) Carriage Outwards is, necessarily, an expenditure on Sales 
As such should be divided in' Sales Ratio (Net Sales). 

(*) The problem is silent on the allocation of General Salaries 
and Sundry Expenses. The most appropriate basis for the allocation 
of these items is “Net Sales jtatio However, any other ratio can be 
used or these items can ateo be transferred to General Profit and Loss 
Account assuming that their allocation is difficult. However, as far 
as possible, the allocation of such items should be made on “Sales 
Basis’* since tney arc closely related to sales. 


(5) Discount Received is related to Purchases. Hence allocated 
on the basis of purchases. 


Particulars 


Departmental Trading and Profit and Lon 

for the year ending 31-3-1973 


Total I Particulars 


To Open. Stock 
Purchase 
Less Returns * 
„ Wages 
,, Carriage In. 

,, Gross Profit 



Rs. 

By Sales 

Less Returns* 78,000 
By GL Stocic 6,000 


84,000 


1.69,000 

14,000 


1,83,000 
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DEPARTMENTAL ACCOUNTS 

Cr. 


__ 

particulars 

A 

B 

Total 

Particulars 

A 

B | 

1 

1 

Total 

To Salaries 

10.000 

13,000 

23.0C0 

By Gross 

Profit 

32,000 3 

■ 

9 

3.5001 

65,500 

General 

Salaries 

6.000 

7.000 

13,000 

„ Discount. 
Received 

800 1 

1,000 

1.800 

„ Rent. Rates 
Taxes 

2.500 

2,500 

5,000 





„ Carriage 

Out 

600 

700 ! 

1,300 





it Discount 
Allowed 

600 

700 

1,300 





„ Sundry 

Exps- 

1.200 

1.400 

2.600 





„ Depre¬ 
ciation 

4,000 

2,000 

6,000 





„ N P- Trans¬ 
ferred to 

Genl. P. dt L. 
Ale 

7,900 

7,200 

15.100 





32,800 

34,500 

67.100 

B SB = 


32,800 

34,500 67,300 


General Profit and Loss Account 


for the year ending 31-3-1973 


To Balance c/d 

Rs. 

15,100 

• 

By P. & L. a/c— Deptt. A 
„ P. & L. a/c— Deptt. B 

Rs. 

7,9<X 

7.20C 


15,100 


15,100 


ILLUSTRATIVE PROBLEM NO. 2 

A business is carried on in three separate departments. Expenses 
not-directly chargeable to any department are apportioned onehalf 
to A ; three-tenths to B ; and one-fifth to C. From the following parti¬ 
culars prepare Trading and Profit and Loss Accounts of three dep art- 
ments (in columnar form).- 





departmental accounts 
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Particulars 


Opening Stock 
Closing Stock 
Outside Pjrchases 
Outside Salej 
Salaries 
Bad Debts 
Wages 


Management Salaries. 
Rent. Rates, Taxes 
Insurance 

Expenses of Van etc. 
Postage and Telegrams 
Sundry Expenses 
Depreciation written off 
Stationery and Printing 
Advertising 


_ A 


A 

B 

c 

Total 

1.782 

1.936 

4.041 

11.174 

945 

276 

2,740 

560 

471 

1.537 

5,613 

572 

143 

1.328 

125 

316 

1,256 

4,851- 

416 

224 

915 

2.467 

2,723 

6.834 

21,638 

1,933 

643 

4,983 


... 

• • 

1.200 


• • • 

a 


1,460 


• • • 


210 

• 

• •• 


870 


• • • 


110 


• •• 


530 


• • • 


740 


• •• 


260 


• • • 

... | 

450 


interdepartmental Sales 


--J 


A to B —Rs. 904 

and 

A to C— Rs. 482. 

B to A— Rs. 1,126 

and 

B to C —Rs. 219. 

C to A— Rs. - 348 

and 

Ctofi-r-Rs. 100. 


(Bombay Univtteity) 


'Solution and Notes : 

(I) Interdepartmental sales 


purchases. They are as under t 


also indicate interdepartmental 


Department 


A 

B 

C 


Purcbas, 


A 

B 

c 

— 

904 

482 

1,126 

— 

219 

348 

100 

— 

1,474 

1,004 

701 

i ™ = = « 

= —= s= 

-aea = = 


Sales 


1.386 

1.315 

448 


3.179 Total 


(2) Indirect expenses are allocated in the given ratio, i.e., 
and i or A ; A ; and 
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departmental accounts 
ILLUSTRATIVE PROBLEM NO. 3 


Gramn^ ding R an . d Profi * and Loss Account of G.E. Radio and 

prcs3To^n qUiP ?K n ^- ^ ^ S1X monlhs cndcd 31-3-1973 is 
presented to you in the following form : 


Purchases 

Radios ( A ) 

Gramophones ( B ) 

Sparc Parts (C) 

Salaries and Wages 

Rent 

Sundry Expenses 

Profit 

Rs. 

1,40,700 

90,600 

64,400 

48,000 

10,800 

11,000 

34,500 

Sales 

Radios (A) 

Gramophones (B) 

Spare Parts (C) 

Stock as on 31.3.1973 

Radius (A) 

Gramophones (fl) 

Spare Parts (C) 

Rs. 

1,50.000 

1,00,000 

25.000 

60,100 

20,300 

144,600 


4,00,000 


4,00,000 


Prepare Departmental Accounts for each of the three Depart¬ 
ments A, B and C mentioned above after taking into account the 
following : 


( I) Radios and Gramophones are sold at the Show Room and 
Spare Parts at ‘Workshop. 

. SaIari , cs and wa 8 es comprise as follows : Show Room » 
and Workshop i. It was decided to allocate the Show Room salaries 
and wages in the ratio of 1 : 2 between the departments A and B. 

(3) The Workshop Rent is Rs. 500 per month. The Rent of 
bhow Room is to be divided equally between the Departments 


(4) Sundry Expenses arc to be allocated on the basis of the 
turnover of each Department. ( Shivaji , Kami tale, C.A.) 

Solution and Notes : 

(1) The Trading and Profit and Loss Account given in the 
question is not presented in the proper tabular form. The same is 
to be rc-arranged in columnar form so as to obtain the result of each 
department separately. 

(2) Salaries and wages arc to be allocated first between show 

room 3/4, t.e., Rs. 35,000 ; workshop 1/4, t.e., Rs. 12,000. Workshop 
and Show Room salaries are to be charged to Deptt. *C ’ (Spare 
Parts). r 1 

(3) Since Radios and Gramophones are sold at Show Room : 
Salaries are to be allocated to A (Radios) and B (Gramophones) 
departments respectively in the given ratio, t.e., 1 : 2. 

(4) Rent of Workshop at Rs. 500 p.m. for six months is to 
be charged to Department *C' first and the balance is to be divided 
equally between Departments A and B. 

(5) Sundry Expenses are to be allocated in Sales Ratio of each 
department (i.e., 6 : 4 : 1) as nothing is mentioned about its allocation^ 



Departmental Trading and Profit and Loss Account 
(for the six months ending 31-3-1973 
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General Profit and Loss Account 
for the six months ending 31.3.1973 


To Profit and Loss Account 

P 

By Profit and Loss Account 

Rs. 

(B Dcptt.) 

„ Profit and Loss Account 


(A Deptt ) 


(C. Deptt.) 


\ 1 


,, Net Profit 

04,500 

47,500 


47,500 


Stock Reserve 


Sometimes the valuation of Closing Stock is done approxi¬ 
mately taking into consideration the rate of gross profit for the year. 
Since the value of the closing stock is an estimate and not a real one, 
a Reserve is created to eliminate any price fluctuation in the stock 
remaining at the end. Such reserve is called Stock Reserve and 
provided by debiting the departmental Profit and Loss Account. 

ILLUSTRATIVE PROBLEM NO. 4 

The Directors of Departmental Stores Lid., wlch to ascertain 
approximately, the net profits of the departments “A , tl B” and “C” 
separately for the four months ended April 30th, 1973. It is found 
impracticable actually to take stock on that date but an adequate 
system of departmental accounting is in use amd the normal rates of 
gross profit for the departments concerned are 40%, 30% and 20% 
on turnover respectively. Indirect Expenses arc charged in propor¬ 
tion to Departmental Turnover. 

The following arc the figures for each Department : 


Particulars 

A 

B 

C 

Total 

Stock (1-1-1973) 

6,000 

7,000 

3,000 

16,000 

Purchases for four months 

7,000 

6,500 

4,700 

18,300 

Sales for four months 

12,000 

10,000 

6,000 

28,000 

Direct Expenses 
• 

2,020 

1,450 

710 

4,180 


The total indirect expenses for the period (including those relat¬ 
ing to other departments) were Rs. 4,200 on total sales of Rs. 84,000. 


Prepare Departmental Trading and Profit and Loss Accounts 
(for the Directors) making a Slock Reserve of 10% for each depart¬ 
ment, on the estimated value on April 30th. (Adapt'd from C.A.) 
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I. 


2 . 


3. 


4. 


5 . 


EXERCISE 18 

advL°uf«?° f preparin * Departmental Account ? What 

WhVt if the basi ? ° f al,ocalin g various indirect expenses ? 

clnfo/ if CC °t U ? inff trcalmcnt g^cn to certain items which 
cannot be allocated conveniently ? 

Give Proforma Trading and Profit and Loss Account of a 
business divided into four departments. 

What is stock reserve ? Under what circumstances it is made 
in departmental organizaiions ? 

L r rp ,h tf/ 0,, ^ ing P ar,iculars Prepare Departmental Trading 
and Profit and Loss Accounts to show the results ..f Department 
X and Department Y : . m 


Particulars 


Deptt. X Drptt. Y Total 


Opening Stock 
Purchases 
Sales 

Returns Outwards 
Salaries 

General Salaries 
Rent and Rates 
Advertising 
Insurance 
General Expenses 
Discount Allowed 
Discount Received 
Accountancy Charges 
Carriage Inwards 


14,000 
75,100 
1,00,0(0 
1,100 
9,000 


12,000 

69,8(0 

80,00u 

800 

8,500 


26,000 
1.41,900 
1,80,000 
1,900 
17,50J 
11,600 
6,000 
8,100 
1,000 
5,400 
1,800 
1,430 
500 
2,860 


The following further information is supplied : 

0) n 00 tnn r n anSr '' rr ' d from Deptt. X to Deptt. Y amounting to 
Ks. 5,000 were unrecorded. ° 

(2) General Salaries aie to be allocated equally. 

'3) The area occupied is in the ratio of 3 : 2. 

( 4) Insurance Premium and Accountancy charges cannot be 
allocated conveniently to any department. 

(j; Closing stock of Deptt. X was Rs. 16,600 and that of 
Deptt. } Rs. 16,800. 

[Hints : 

(1) Carriage Inwards and Dis. Received are to be allocated in 
the ratio of Net Purchases ; and 

(2) Advertising General Exps. ; Discount allowed in the Ratio 
of Net Sales]. 

[ Ans. G.P. : X - Ra. 32,120 ; Y—Ra. 9,420 ; 

X.P. : X-Ra. 5,960 ; Net Losa : Y — Rs. 13,390 ] 
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DEPARTMENTAL ACCOUNTS 


Following are the figures from a firm having two departments, 
^ viz A and Prepare Departmental Trading and Profit and 
Loss Accounts and Balance Sheet. 


T) ( bit Balances : 
Opening Stork : A 

99 T 99 

Carriage m. • •• 
Carriage Out ... 
Salaries : ^ 

B 

Salaries-General 

Rent and Rates 
Lighting 
Advertising 
Sundry Debtors 
gad Debts 
Purchases : A 

B 

99 


Rs. 

3,000 

4,000 

600 

1,000 

1,200 

1.400 

2.400 
1,800 

180 

2,000 

4,000 

320 

12,000 

8,000 


Fixtures 
Bank Balance 
Bank Interest 
Transfer from *B' 


Crede.t Balances : 
Transfer to *A' 
Sales : *A' 

99 'B' 

Sundry Creditors 

Loan 

Capital 


Rs. 

3,000 

1,300 

800 

1,000 

48,000 


1,000 

20,000 

12,000 

3,000 

6,000 

6,000 

48,000 


(1) Area occupied by the two departments is in the ratio of 
2 : 1. 

(2) General Salaries arc to be divided in the ratio of 5 : 3. 

(3) The Closing Stocks were : A —Rs. 2,800 and B—Rs. 3,000. 

(4) Depreciation of fixtures is 10% to be allocated in the ratio 
of space occupied. 

[Hints : 

(1) Bank Interest should not be allocated between the depart¬ 
ments as it is inconvenient. It should be transferred to 
General P. &. L. A/c. 

(2) Rent, Rates, Lighting shall be allocated on the basis of 
area occupied. 

(3) Bad Debts, Advertising and Carriage Out should be divid¬ 
ed in Sales RatioJ. 

[Ans. N.P. of A Dcptt. Rs. 145 and Loss of B Dcptl. 

Rs. 545 ; Total Loss Rs. 1,200 and Total of 
Balance Sheet Ri. 13,800.] 

A businessman wishes to ascertain approximately the separate 
net profits of two particular departments A' and Y for the s^x 
months ended 30th Juno, 197 3. 

It is not practicable to take stock on that date. However, the 
rates of gross profit (calculate i without reference to Direct* Ex¬ 
penses) are determined at 49 p*r cent and 30 per cent on sales 
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at the two departments respectively 
departments. 


There are in all six 


Indirect expenses are to 
mental Sales except as 
equally. 


be charged in proportion to Depart- 
to one-third, which is to be divided 


Indjrect expenses of the all six departments were Rs. 
1 nc oaies of the other departments were Rs. 1,40,000. 


36,000. 


The following figures are extracted from the 
period ending 30th June, 1973. 


books for the 


Particulars 


Stock on 1st January, 1973 

Sales 

Purchases 

Direct Expenses 



30,000 

1,40,000 

90,000 

18,300 


28,000 
1 > 20,000 
72,000 
28,100 


Prepare a Columnar Trading and Profit and Loss Account for 
the period ending 30th June 1973, making a stock reserve fo^ 
each department of 7 per cent on the estimated value at 30th 
June, 1973. ( Bombay) 

[Hints : 


(1) In this question, closing stock of two departments is not 
given, which is to be estimated by taking into Tradine 
Account the percentages of Gross Profits (viz., 40 and 30) 
as given in the question. For this purpose Gross Profit is to 
be calculated without taking direct expenses. 

(2) Since the stock so calculated is not at real price but merely 
an estimate, a Reserve of 7 per cent, as stated, is to be 
created as the estimated value of such stock and should be 
debited to P. & L. A/c of each department. 

(3) Indirect Expenses are Rs. 36,000 for all the six departments 
of which one-third, Rs. 12,000 are to be allocated 

l q " a o‘ y ,r ° ngSt u 11 ‘o C S ‘ X Apartments and the balance of 
Rs. 24,000 is to be allocated on the basis ol sales of each 
department.] 


[Ans. Stock 


X Rs. 36,000 ; Net Profit X Rs. 24,780 ; 
Y Rs. 16,000, ; Net Loss Y Rs. 2,720 J 


DEPARTMENTAL ACCOUNTS 


Following figures are extracted from the books of Swadeshi 
Stores Ltd., Poona : __ 

"Particulars D'ptt. A Deptt. B Deptt. G 


Purchases 
Returns Outwards 

Sales 

Returns Inwards 
Wages 


2 , 00,000 

20,000 

6 , 10,000 

10,000 

40,000 


Stock on 1st January, 1972 50,000 
Stock on 31st Dec., 1972 < 80,000 


3,00,000 

10,000 

12,20,000 

20,000 

60,000 

70,000 

50,000 


8,00,000 

30,000 

18,30,000 

30,000 

80,000 

10,000 

40,000 


Interdepartmental Transfers 

A to D - Rs. 10,000 and A to C—Rs. 20,000. 

to A “ Rs. 5,000 and B to C —Rs. 10,000. 
c to A —Rs. 7,000 and C to B —Rs. 9,000. 

Following Expenses are to be allocated equally 

Telephone charges Rs. 3,000 

Insurance charges Rs- 6,000 

Office Expenses Rs. 9,000 

Rent Rs. 24,000 is to be divided as to 4 : 1/4 ; B : 1/4 ; C : 1/2 

Other Expenses were 

Discount Allowed Rs. 18,000 ; Legal Expenses Rs. 24,000 ; 

Bad Debts Rs. 12,000 and Income Tax Rs. 63,000, 

Prepare Departmental Trading and Profit & Loss Accounts in 
Columnar form of the three departments, allocating the above 
expenses as you seem best, indicating the bases on which these 
expenses are allocated. Approximate allocation .s required.^ ^ 

fHint : Allocation of Legal charges and Income Tax is difficult. 
Hence should be charged to General P. & L. A/c.J 

t*“- G -* : R ’- ‘■ 20 - 0001 B :R 'c HK5MS 

vp. A : Rs. 4,11,000 ; B : Rs. 8,04,000 ; and 
C : Rs. 9,33,000 ; Total N.P. Rs. 20,61,000.] 

Following is the Trial Balance as on 31st December, 1972 of a 
Departmental Stores having three departments, viz.. Hosiery ; 
Hats and Boots. 
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Trial Balance 


Debit Bulanc s 

Opening Stock 
Purchases 
Returns Inwards 
Manager’s Salary 
Bad Debts 
Carriage Inwards 
Freight and Duty 
Staff Salaries 
Rent and Taxes 
Adveriisement 
Travellers’ Commission 
Discounts 
Insurance 
General Expenses 
Electric Charges 
Carriage Outwards 
Postage and Telegrams 
Sundry Debtors 
Furniture and Fixtures 


Hosiery 

Hats 

Rs. 

Rs. 

35,500 

42,000 

1,70,000 

1,25,000 

5,000 

2,000 

1 3,600 

2,000 

1 2.000 

1,000 


Boots 

Rs. 

12,000 

85,000 

8,000 

2,100 

500 


Cash at Bank 

Cash in Hand 

• • • 

— 

— 

Total 

Credit Balances 


Hosiery 

Hals 

Boots 



Rs 

Rs. 

Rs. 

Sales 

• •• 

2,15,000 

1,70,000 

92,000 

Returns Outwards 

• • • 

6,000 

2,000 

3,000 

Sundry Creditors 

••• 


— 


Capital 

• • • 


— 

— 





Total 


Total 
Rs. 
89,500 
13,80,000 
15,000 
8,100 
3,500 
3,690 
5,625 
22,000 

7.700 
2,750 
3,520 
1,210 

880 
6,050 
1,595 

I, 320 

1,210 

66,000 

5,610 

II, 640 

1.700 


Total 

Rs. 

4,77,000 

11,000 

50,600 

1,00,000 

6,38,600 


Adjustments : 

(1) The Stock in Trade as on 31-12-1972 was Hosiery 
Rs. 40,820 ; Hats Rs. 25,615 and Boots Rs. 25,410. 

(2) Write off 10 per cent Depreciation from Furniture and 
Fixtures and make a Reserve of 5% on Sundry Debtors. 

Prepare Final Accounts of each department and Balance 
Sheet. 
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[Hint : Since nothin* UJ— — —- ^“ P '“‘ 
[Ans. 


Hosiery 

Hats 

G.P. 

: 47,180 

: 25J10 

N.P. 

17,900 

3,166 


Boots 

: 13,340 

1,268 

- 

Total 

86,030 

22,334 

7,72 ,934 J 


10 . 


A Company has two d«P* rt ™ c, }f’/Tailo^ng department from 
the two departments Tor at 10 % and that the 

i^^Hvss^sr- *77"“ 

Piece Goods Department supplies the goods to ai ©ring 
Department at cost plus 20 per ccnt._ 


Particulars 


Opening Stock 
Purchases (outside) 

Goods from Piece Goods 

Wages 

Salaries 

Closing Stock at cost to the 
Department 
Sales 

Printing and Stationery 
Advertisement 
Salaries (General) 
Machinery 


Piece Qoods\ 


20,000 

2,20,0J0 

. 600 
4,800 

40,600 
2,40,000 
1,0 JO 


Tailoring 


10,000 

60,000 

6,400 

1,200 

14,000 
1,36,000 
600 


12,000 


Total 


20,000 

2,30,000 

60,000 

7,000 

6,000 

5 1,600 
3,76,000 
1,600 
10,000 
18,000 
12,000 


[Ans. G.P. Rs. 1,00,000 and 73,600, N.P. Rs. 77,400 and 
57,400] . (y Adapted from C,A.) 

[Hints. (1) in caserbf Tairoring Department Stock in Reserve is 
to be calculated at 20% on proportionate stock of Rs. 12,000 

(2) Allocation of Indirect expenses should be done on given 

basis, i e. in 3 : 2. - 

(3) Depreciation on Machinery should be charged entirely to 
Tailoring Department as there can be no machinery in Piece Goods 
Department. 







Branch Accounts 


-foaninir Branch Organisation is a business establishment of 
..-n^ shoos and chain stores Several big businesses have branches 
scattered far and near. Chain stores of retailers and multiple shops of 
manufacturers under one management but in decentrahshd form for 
" rsales and eliminating middlemen are quite common in 
India an<f elsewhere Swastik Rubber Products, Bata Shoe Company, 

RelaU Shorn of Mafatlal Group of Textile Mills and Delht Cloth 

MiMs are some of the examples of Branch Organizations in India. 

These branches or multiple shops usually get 

from the Main Shop or Parent Shop known as Head Office. 


Types of Branches 

Branches are divided into various categories depending upon 

a number of factors such as (i) area of operation i.e., tn Womc Coun 
< n/ qt Fortign Country ; (»t) powers tnjoyed by the, branches , and (m) 
oZZJiZ Vocrdure pied by them- The following chart gives 
clear ieda about their types : 


Branches 


I 


Inland or Home Branches 


Dependent 
Branches 


Independent 

Branches 


:ignB 


Foreign Branches 


1 

Agency 

Branches 


Inland Branches arc the branch shops which arc situated in 
the same country where theif Head Office or Parent Office is situated. 


Foreign Branches, on the other hand, are the branch shops 
situated in foreign countries, their Main Office being in the home 
country. 

Dependent Branches eT joy very little .powers, and arc mostly 
dependent on the Head Office for their supplies as well as for ex¬ 
penses. Even the accounts of such branches are maintained by the 
Main Office They have simply to .receive goods from Head Office, 
sell them as per the instructions and remit cash regularly to the Head 
Office. They aie just like a Miner Hon. 
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Independent Branches enjoy a fair amount of freedom like 
an American eon. The Head Office permits such branches to have 
their own purchases, sales and other transactions. They are also ^ 
allowed to keep the accounts of their transactions independently. 
However, ultimately, at the end of financial period they have to 
submit their accounts to the Head Office. Though, the Main Office 
(like an American Father) does not interfere in the day-to-day 
matters of the branches, ultimately branches are responsible to the 
Head Office. All the profit earned by the branches belongs to the 
Head Office. Similarly any loss incurred by them is borne by the 
Head Office. 

Agency Branches are those which act as mere agents of 
Head Office in booking orders ; collecting credit and rendering 
such services to the Head Office. They do not buy or sell goods. 

Need for Branch Accounting 

A business establishment, with scattered branches, is always 
interested in knowing the final financial results of its branches. If 
the results are better, the branches may be allowed to operate. If 
not, either they will be closed down or some improvements can be 
made in their working. Naturally, an accounting system suitable 
to different types of branches depending upon their nature and status 
is to be adopted. Accounting systems, therefore, differ from branch, 
to branch. From the standpoint of accounting, the Dependent 
Branches arc further classified as under : 

(^4) Branches receiving goods from Head Office at cost 
price but authorised to sell them for cash only. 

(B) Branches receiving goods from Head Office at cost 
price but authorised to sell them for cash as well 
as on credit. 

(C) ' Branches receiving goods from Head Office at 

market price (selling price) or at cost plus certain 

percentage. 

I. Accounting Procedure of Dependent Branches 

Independent Branches arc allowed to keep separate set of 
records for themselves. Bitf in case of depenient branchet all impor¬ 
tant records are maintained by the Head Office. Dependent Branches , 
however, are allowed to keep a stock register, debtors’ statement etc. 
Since the books of accounts in respect of dependent branches are 
kept by the Head Offi:c, let us study the accounting entries passed 
by the Head Office in connection with the branch transactions. 

‘ (which are more or less tike entries in consignment transactions). . 
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Proforma Journal Entries 

in the books of Hexid Office 


(l) When the goods arc supplied »o 

C ; Branch (at Cost or at Selling 
Price) __ 


Branch A/c - ^ r * 

To Goods Sent A/c 


Branch A/c 

To Bank A/c 


TTn When the branch expenses are 
(2 met by Head Office (or reimburs- 
td to branch) ___ 

(3) Whcni"good~are" "sold by Branch | No Entry 
v (and intimated) _ 


Dr. 


lA) When cash is remitted by Branch 
to Head Office 


( 5 ^ When goods are returned by 

V ' Branch Office_ 

T^r When there is unsold stock of 

V ' goods with The Branch_ 


Bank A/c 

To Branch A/c 


Dr. 


Goods Returned A/c Dr. 
To Branch A/c 


Branch Stock A/e 
To Branch A/c 


Dr. 


( 7 ) When there is balance to be 

collected by the Branch from its 

customers ( Debtors) _ 

Petty Cash Balance lying with the 
Branch 


Br. Debtors A/c Dr. 

To Branch A/c 


Petty Gash A/c Dr. 

To Branch A/c 


--—--innnlicd bv head office at marked or selling 

• lhcTo P ading f if to d bc removed, while preparing Branch Account 
almost in Ihe same manner as in consignment transactions, discussed 

earlier. 

, Where the goods are supplied at Cost and Branch ,s 
A ' Authorised to sell them for cash only 

ILLUSTRATIVE PROBLEM NO. 1 ^te Pro^ 

_ . t t j onen^d a new branch at Bhopal. From the 

.. EVC ?!‘ ir h relatFnr to the branch, write necessary entries in the 
S'oT.JfXSnyTid prepare Branch AccouM » •««»,„ .he 

profit earned there. Rs# 2 5,000 

Goods sent to Branch 

w „ jssris Tl “~ 

ppA-il/42 
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BRANCH ACCOUNTS 


Solution and Notes : 

ca.h wiffi t ^s e cIf ran Aen i r, dC r PCndCnt> fc a u 0t au,horiscd to keep the 
branch out ofrith 5f. • • * S rr ^ um f d ,hat the cash received by the 

nen out oi Cash Sales is immediately remitted to Head Office. 

JOURNAL OF EVEREST LTD. 

Rs. 
25 000 


1. 

! Bhopal Branch Account 

Dr. 

-... 

Rs. 


• T° Goods sent to Branch 


25,000 


(Being goods sent to Branch) 




I 

Bhopal Branch Account 

To Bank 

(Being cash sent to Branch for expenses) 

Dr. 1 


4,000 

3. 

Bank Account 

Dr 


35.000 


To Bhopal Branch 


- 

..(.Beingrash remittance received from the Branch) 




4,COO 


35.COO 


Note : There is no need for an entry for caih sales at Branch sinrr ir 
is not a transact .on between the Head Office and the Branch Thl 

students should note that only the transactions between the 
Head Office and the Branch are recorded here. 


Dr. 


Ledger 

Bhopal Branch Account 


To Goods sent 
,, Bank (Exps ) 

,, Balance being profit 


Rs. 

25.COO 

4.000 

6.000 

35.000 


By Bank 

(Cash sales) 


Cr. 

Rs. 

35.0CO 

35.000 


ILLUSTRATIVE PROBLEM NO. 2 


( Recording Closing S.toik) 


|Q70 S '£ astik P rotr i ,c « L .ld. op-nod a Branch at Brlgai.m on 1st April 

c j ‘ ,- r° m "* c folloAing particulars, prepare Branch Account nnd 

find out the profit or loss made by the Branch, for the period ending 


Goods sent to Branch 
Cash remittance to Branch for : 
Salaries 
Office Rent 
Other Expenses 

Cash Sales effect* d by the Branch 
(Remitted to II.O. immediately) 

Stock of unsold goods on 31-12-1972 


40,000 


5,000 

1,200 

800 


7,000 


55,000 

5.000 




BRANCH ACCOUNTS 

Solution : 


s 


Ledger of H.O. 


Dr. 

Bclguam Branch Account 


Oft 

1972 
April 1 

ft 

To Goods sent 

„ Bank 

Salaries ... 5,003 
Rem ... 1.200 

Office Expn. 80u 

Rs. 

40,000 

7,000 

1972 
Dec. 3*1 

»• 

i 

By Bank 

(fa-h Sales) 

„ Br. Slock 

Rs. 

55.0C0 

5,000 

Dsc. 31 

„ Balance being 
Profit 

13,000 

1 




♦ 

60,000 

; »> 


€0.000 

H_1^. 


Note : The closing stock of 1972 becomes Opening Stock of 
1973. As such the Branch Account for 1973 should be 
opened with such Opening Stock of goods in the hands 
of the Branch. 

B. Goods are supplied at cost and the Branch is authorised 
to sell them for Cash as well as credit 
ILLUSTRATIVE PROBLEM NO. 3 {Closing Stock, Br. Debtors) 

From the following figures relating to Calcutta Branch, opened 
in 1971, prepare Branch Account for 1971 and 1972. 


Particulars 


Goods sent to Branch 
Sales Cash 
Credit 

Cash Received from Debtors 
Discount a lowed to them 
Bad Debts 

Cash sent to Branch for Expenses 

Stock on 31st December 

Petty Cash Balance on 31st Dec 


Solution and Notes : 


197 / 

1972 

10,000 


4.000 

6,400 

7,200 

10.000 

6.400 


ICO 


100 

200. 

1.4(0 

2 

1,600 


40 


(1) Since there arc credit sales ^customers, and as all the cash 
is not received from them ; thcrc-«tust some outstanding balance in 
the name of the debtors or customers. This should be ascertained 
by preparing -“Branch Debtors’ Account.” Such balance should be 
recorded in “Brandi Account.” 

r ‘ (2) As'fh* Debtors’ final balance is being recorded in Branch 
Account, other items concerning the debtors should not be recorded • 
in “Branch Account” (as they do not shoiv any relationship between the 
~ranc \ and llcxul Office). 

C3) Branch Account for 1972 should be opened with balance of 
k Opening Stock, Opening Debtors and Opening Petty Cash. 












BRANCN ACCOUNTS: 


Dr. 


Ledger of Head Office 
1. Calcutta Branch Account 


1971 

To Goods Sent 
» Bank (Exps.) 
m Balance being Profit 

Rs. 

10.000 

1.400 

1,225 

1971 

By Bank 

Cash Sales 4,000 
From Dra. 6,400 

_ ST 

Rs. X 

10,400- 





,, Br. Stock 
■i Br. Petty Cash 
t. Br. Debtors* 

1.600 

25 

600 



12.625 




1972 

To Br. Stock 
„ Br. Petty Cash 
ti Br. Debtors 

Rs. 

1,600 

25 

600 

1972 

By Bank 

' Cash Sales 6,400 
From Drs. 8,000 

Rt. 

14.400 


„ Goods Sent 
.» Bank (Exps.) 

Balance being Profit 

14,000 

2,000 

1,115 


tt Br. Stock 
.• Br. Petty Cash 
., Br. Debtors* 




19,340 



J9,m 

1973 

To Br. Stock 
„ Br. Petty Cash 
„ Br. Debtors 

Rs. 

2,800 

40 

2.100 





•2 Branch Debtors Account 


1971 

To Credit Sales 

Rs. 

7,200 

1971 

By Cash (Received) 

„ Discount 
„ Bad Debtf 

Balance c/d 

6 'W 

100 

600 



■A ill 


• 


1972 

To Balance b/d 

Credit Sales 

■rl 

1972 

By Cash (Received) 

. „ Discount 
„ Bad Debts * 

„ Balance c/d 

R*. 



10,600 



10,6401 

1973 

To Balance b/d 


L_ 

| 

w 

---a 


Memorandum Trading Account 

Apart from preparing Branch Account, sometimes the H 
Office prepares a Memorandum Trading and Profit and Loss Ac 












•RANCH ACCOUNTS 


tor the Branch to check up the accuracy of Br. Pro&t 
fr&ted by Branch Account. It is so called because .t Uf> 

~*&c accuracy of Branch Account. It is not a true and final one. 

f / UXUSTKXTfV& PROBLEM NO. 4 {Closing Stock. Credit Sales) 

M/s Miehtv & Co. open a branch at Aumedabaci. The- foAhm- 
ing are the transaetions between the Head Office and the Branch for 
the year ending 31st Dec., 1972 : 


Stock of Goods at Branch (1-1-72) 

Sundry Debtors (1-1-72) 

Goods sent to Branch 
'Returns from customers 
Returns from Branch 
Discount Allowed to Customers 

Bemittaxicc from Branch : 

Cash Sales Rs. i ,200 

Reed, from Drs. Rs. 10,000 


Rs. 

Rs. 

..Rs. 

...Rs. 

...Rs. 

...Rs. 


1,200 

800 

9,600 

400 

200 

300 


11,200 


scat to Hi 

Salaries 
Insurance 
Petty Cash 


Rs. 60 O 
Rs. 150 
Rjl 50 


Stock at Branch (31-12-1972) ...Rs. 1,000 

Sundry Debtors (31-12-1972) ...Rs. 1,300 

Petty Cash Balance (31-12-1972) ...Rs. 10 

Prepare Ahmedabad Branch Account and Memorandum Trad¬ 
ing Account in the books of the Head- Office. 

Ledger of M/s. Mighty A Co. 

1. Ahsedahad Branch Accoaat 


1-1-72 


31-12-72 



By Bank 

Cash Sales 
From Drs. 


1.200 

10.0C0 


By Goods Returned 1 
by Branch 
„ Br. Stock 
.. Br. Debtors 
m Br. Petty Cash 


11.200 


200 

1.0C0 

1.300 

10 
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BRANCH ACCOUNTS. 


2. Memo. Trading Account 


To Opening Slock 
,, Goods Sent 

Less Reiurns 

9,600 

200 

Rs. 

1,200 

9,400 

By Sales 

Cash Sales 

Credit* 

11,200 

Rs. 

1,200 

,, Salaries 


600 

Less Returns 

400 

10,800 

,, Insurance 
„ Petty Expenses 
(50- 10) 

,, Discount 

Balance being Profit 


150 

40 

300 

1,310 

,, Closing Stock 


1,000 



13,000 

1 


13,000 


Branch Debtors’ Account 



To Balance b/d 
,, Credit Sales* 
(Balancing figure) 


Rs. 

800 

11,200 

By Cash (Received) 
Discount 
„ Returns 


Rs. 

10,000 

300 

4Co 


f 


„ Balance c/d (given) 


1,300 


1 

12.000 



12,OCO~ 

"“ *=» raea 


, . ‘While preparing Memorandum. Trading Account, credit sales should H* 
taken which should be found out by preparing “Branch Drs Account.- d 


C. Branches receiving goods from Head Office at Marked 
Iuflated or Loaded Prices 

As in consignment transactions the consignor sends the goods to 
the agents at loaded or inflated prices; in the same manner, the Head 
Office supplies the goods to Branch at prices which arc higher than 
the cost or at inflated prices. 

Therefore such transactions arc recorded by the Head Office in 
the fame manner as recorded by the consignor in consignment 
transactions. 


The goods supplied, goods returned by Branch, Open¬ 
ing and Closing Stocks are all recorded at the infiated or 
higher price and finally the loading is removed by adjusting 
entries. * 


ILLUSTRATIVE PROBLEM NO. 5 

Anderson Bros. Madras, has a branch at Culcutta. All goods, 
required for sale at Calcutta arfe supplied from Madras at cost plus. 
25%. and all cash received at the Branch is banked daily in Head 
Office A/c opened in a Bank at Culcutta. From the following parti- 



BRANCH ACCOUNTS 
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culars, give the Branch Account, Branch Debtors’ Account, Branch 
Trading and Profit & Loss (Memorandum) Account. 


Stock (1-1 66) 

7,9C0 

Branch Exps. paid by H.O. 

Debtors (1-1-66) 

Petty Cash (1-1-66) 

11,300 

90 

Rent 

1,400 

Goods invoiced to 


Salary 

1,500 

Branch 

25,000 

Sundries 

700 

Returned goods to 


Allowances given 

450 

H O. 

1,000 

Petty Cash Expenses 

240 

Bad Debts 

100 

Total Sales 

34,900 

Cash Sales 

1,400 

Remittances to Branch 


Reserve for Bad 


for Petty Cash 

280 

and Doubtful Debts 

1,500 

Stock (31-12-66) 

8,400 

Return from Customers 

400 

Debtors 

19,510 



(Poona University) 


Solution and Notes : 


Dr. 


Calcutta Branch Account 


Cr. 


To Stock (1-1-66) 


Rs 

7,900* 

„ Debtors (1-1-66) 


11,300 

„ Petty Cash (1-1-66) 


90- 

„ Goods Supplied 


25,000 

„ Bank 

Rent 

1,400 

Salaries 

1,500 


Sundries 

700 

3,600 

„ Bank 

Petty Cash 


280 

„ (Diff. in Value of) 
Good Returned 


200 

„ Stock Reserve 


1,680 

(Closing Stock) 

„ Balance being Profit 


9,810 



59,860 


By Bank 

Cash Sales 1,400 

From Debtors 24,340f 


Goods Relumed 
Branch (1,000) 

Stock (31-12-66) 

Petty Cash (31-12-66) 
Debtors (31-12-66) 19,510 

Less R.D.D. 1,500 

Stock Reserve - 

(Opening Stock) 

(DiPf in Vaiue of) 

Goods Supplied 


Rs. 


25,740 


1 , 000 « 
8,400- 
UO 

+ H8.010 

1,580 
5,000 


59,860 


•Stock on 1-1-66 : Goods supplied during the year • Stock on 11 i? 

Goods Returned by the Branch are valued at Loaded or’lnfl^ed or 

which is cost + 25%. Therefore, to arrive at the true prQfi"mlde at he Rr^K 

this loading of 25% above the cost .or in other words*20% on such 

origina Hi'eml* '°’ bercmovcd or unloaded b > siting on <heo PP os„e Sdcof.he 
tCash received from Debtors is ascertained by preparing Debtors’ acoanl. 
Branch^A«oun,. 8 ° 0d deb ‘° rS tU ' T °* deb ‘ 0rS LcSS R D » > are recorded in 
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Branch Debtors Account 


To Opening Balance 
.» Sales (34,900 — 1,400) 

Rs. I 
11,300 1 
33.500* 

By Cash Received 
(Balancing Figure ) 

„ Bad Debts 
„ Sales Returns 
„ Allowance s , 

„ Closing Balance (as given) 

Rs. 

24,340** 

100 

400 

450 

19,510 


44.800 


44.800 


row/5o/« e ^.^'w. ecalcu,a, * dbydeductin * Cash 5fl/ " ** 1.400 from (ha 

•’Cash Received from Debtors is the Balancing figure. 

Note. R.DJ). has no relation with the Total Debtors. Hence not taictn here. 
-Memorandum Trading and Profit and Low Account 


To Stock (at cost) 

». Goods Supplied at 

Cost 20.000 

Less Returns at cost 800 

*» Gross Profit 

Rs. 

6,320 

19,200 

15,700 

By Sales 34.900 

Less Returas 400 

Rs. 

34.500 

6.720 

»• Stock at Cost 

41,220 

| 41 , 225 " 

To Salary 
,, Sundries 
>. Petty Expenses 
(90+280-130) 

», Bad Debts 
„ R.D.D. 

*, Allowance 
,, Rent 
,, Net Profit 

Rs. 

1,500 

700 

240 

100 

1,500 

450 

1,400 

9.810 

By Gross Profit 

Rs. 

13,700 

! 

13,700 , 

| 15,700 


Note. The itmes of Bad bebts, R.D.D., AUowance or Saks Returns have 
no relation with H.O. Therefore, they are not recorded in Branch Account. 

D. Stock and Debtors Method of Recording Branch Transac¬ 
tions 

Under this Method, instead ot usual ‘Branch Account’, 
(1) Branch Stock A/c, (2) Branch Debtors’ A/c (3) Branch 
Expenses A/c, (4) Branch Gash A/c, (5) Stock Reserve A/c, 
(6) Goods Sent to Branch A/c and (7) Branch Adjustment A/c 

are prepared. Branch Stock Account not only records the actual 
stock at hand but also shows if there is any shortage or surplus in the 
Stock. The preparation of such “Stock A/c” helps in controlling the 
•trocks at the Branch. 


BRANCH ACCOUNfS 


r^r^r^i in the usual manner and any 
All these accounts surplus) and other items 

difference in Stock Account (shotuge of rpl ) „ ans rerred to 
such as Branch Expenses; Slo . ck , R «" ac shows the Branch 
Branch Adjustment Account which ultimately 

so.« 

Agrncict • b~*» £"«SK « 

January, 1970. Goods were ‘^voiced a P relating to the 

cost plus 25 per cent. From the follow S P? accounts under the 
year 1970, you are required to prepare different accounts 

■"Stock and Debtors System” R s . 

Goods sent to Branch 
Sales : Cash 
Credit 

Goods reuirned by Customer 
Cash received fro^i Customer* 

Discount allowed 
Cash remitted to |ranch lor : 

Rent and Rates 
Salaries 

Sundry^ Expenses 
Defective goods written off 
Goods returned by branch 
Stock at end 


3,00,000 
1 , 00,000 
1,40,000 
3,000 
80,000 
1,000 


( Kamaink 


1,500 

6,000 

1,000 

1,000 

12,000 

50,000 

TTniurrsitv) 


Solution ud Note* : 

The different account, to be prepared are:(l) Branch Stock 
Account • (2) Good. Sent to Branch Account to remove loadieg in 
price, (3) Branch Debtors’ Account, (4) Branch Expenses Account, 
(5^0 scount Allowed Account, (6) Defective Goods A/c, (7) Br. 
Adjustment A/c, and (8) Br. P. & L. A/c. 

I. Branch Stock Account 



Rs. 


KS. 

To Goods Seat to Br. 

3.00.000 

By Br. Cash Account 

1,00,000 

,. Bra aril Debtor* 

(Goods Returned) 

. 3,000 

(Cash Sales) 

„ Br. Debtors Account 

1,40,000 


(Credit Sales) 

„ Goods Sent to Br. 

12,000 




(Goods returned to H.O.) 
,, Defective Goods Account 

1,000 



,, Balance c/d 

50.000 



(Stock at end) 



. 3,03.000 


3,03,000 


~ = —*■»* 


= = = =• = 


Branch Stock Account comprises all the accounts relating to 
goods such as Opening Stock, Closing Stock, Goods Supplied, Gcods Sold 
Goods Returned etc. 
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BRANCH ACCOUNTS 

otes: ® g»ods 

( ~^ 

K ll *J Any difference on “Stork »» , 

as “Surplus” or “Shortage’* and™r S M U . ,d bc Seated 

to “Branch Adjustment Account” bt ' tran,fcrrtd 

-^_GoodsSent ,o Branch Account 


To Branch Slock 
(Goods Reiurncd) 

.. Branch Adjusiments 
(Loading in Goods) 
•• Jj’Bd'ng Account 
(Transfer) 


Rs. 

12,000 

60,000 

2,30,400 

3.02,400 


By Bracb Stock 

(Goods sent) 

M / ? ran ? h Adjustment 
(Loading in Returns) 


Rs. 

3,00,000 


2.400 


—--—---I 3,02,400 

° “ : w Ss 

ment Account.” ansferred to Branch Adjust- 

hsx —- - —— .o 


To Branch Slock 
(Credit Sales) 



tutors Account 


By Branch Cash 

Received) 

•• Branch Stock 
(Returns from Debtors) 
»• branch Discount 
»» Balance cjd 


4 Branch Expenses Account 


Rs. 

80,000 

3,000 

1.000 
56,COO 

1.40.000 


1 

To Branch Cash 

Salaries 

Reni and Rales 

Sundry Expenses 

Rs. 

6,000 

J .500 
1,000 

By Biranch Adjustment 

(Transfer) 

^ Rs. 

, 8,500 

1 

= 

8,500 


8.50<T 

5. Branch Discount Account 

= ====- 

To Branch Debtors 
(Discount Allowed) 

Rs 

1.C00 

By Branch Adjustments 
(Transfers) 

Rs. 

1,000 


1 «,000 I 


I—-— 




BRANCH ACCOUNTS 
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7. Branch Adjustment Account 


' 

To Branch Expenses 

Branch Discount 
„ Deflective Goods 

(Loadins) 

,, Stock Reserve 

(Loading in Closing Stock) 

,, Goods Scot to Branch 
(Loading in Returns) 

„ Branch Profit and Loss A/c 
(Net Profit) 

Rs. 

8.500 

1.000 

200 

10.0®0 

2.400 

37,900 

By Goods Sent to Branch 

(loading in good) 

Rs. 

60,000 

60.000 

60.000 

S. Branch Profit i 

md Loss Account 


Rs. 


Rs. 

To Defective Goods 

800 

By Branch Adjustment 

37,900 

(at Cost) 


(Net Profit) 


„ General Profit and Loss 




Account 

37,100 






cm 






No»cs : (0 Defective goods, loss by theft, pilferage etc., should be 

transferred to Profit and Loss and only its loading 
should be charged to Branch Adjustment Account. 


(?) Branch Discount Allowances, Bad Debts etc., should be 
charged to Branch Adjustment Account or to Profit and 
Loss Account. 

Alternatively, if the Branch Account is prepared in usual 
manner, it will show the same profit as exhibited by Br. Ad¬ 
justment Account. 


Dr. Branch Account 


To Goods Sent 

3,00^000 l 

By Bark 

» 

Rs. 

„ Bank 


Cash Sales 1,00.000 


Salaries 

6,000 . 

Received from 


Rent 

1.500 : 

Debtors 80.000 

1,80,000 

Sundry Expenses 

l.OCO 

„ Stock Reserve 

10,000 

». Goods Returned 

12.C00 

50,000 

1,000 

60,000 

(Loading) 


„ Branch Stock 

„ Goods Returned 
(Loading) 

2.400 

,, Defective Goods 

,, Goods Sent 

,, Defective Goods 

200 

(Loading) 

(Loading) 

„ Branch Profit and 


.» Branch Debtors 

56,000 

Loss Account 

37,900 




3,59,000 





3,59,000 
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11 Ac '®*»*>«ng Procedure of Independent Branches 

tcpaiitS? Office an Independent Branch keeps all i.s records 
annual Trial i do ^ bie cntl T -U prepares its 

at the end ^ ^ 

hfanch I h^Tto^.. S |w, e C “ d ° f *r* tradin 8 P^od, every inde. endent 
The Head OfficJ ? co P y °f '** T rM ° alance «° ‘he Head Office. 

books, the figures from‘suc'hT ^."r l f ,cor * H>r, , t ** (<”!"*> down) in its 
and then prcDam n r / h Tr i? balance received from each branch 
GonsoJidated'&ria L CiA *m*ar ,ng and P. <k L. Account and a 

ever before inrJ^ r hCC< r°^ Hca ^ ° fficcand i,s bra nchcs. How- 
respect of (a) Z^r>ree l0 ? 0f tr,aI ba,anccs » an Y adjustments in 

(c) Catk in Tra?*T.T U ° n A ** U ; < 6) Ooods in 5 »nd 

' ' n Transt * ctc - a ^ to be carried out by the concerned party. 

_ Proforma Entries in the books of Branch 


1. Goods Supplied by Head 
Office 

Goods Sup. by H.O. A/c. Dr. 
To Head Office A c 


Cash /Bank A/c Dr. 

To Head Office A/c 

3. Goods Returned back to 
Head Office 

Head Office A/c Dr. 

To Goods Returned to H.O. 

4. Goods Supplied to Head 
Office (by Branch) 

5. Cash remitted to Head Office 

6. Branch Expenses paid 

7. Purchases made at Branch 

8. Sales made at Branch 

Head Office A/c Dr. 

To Gocds Supplied to H.O. 

Head Office A/c Dr. 

To Gash/Bank A/c 

Expenses A/c Dr. 

To C*5.h A/c 

Purchases A/c Dr. 

To Cash/Creditors A/c 

Cash/Debtors A/c Dr. 

To Sales A/c 

9 S(ock of Goods at Branch 

Stock A/c Dr. 

To Trading A/c 


After having passed the above entries, the Branch prepares the 
necessary accounts, including the “Account of Head Office”. Head 
Office also passes necessary entries for the transactions with the 
Branch and prepares ‘ ‘Branch Account’* 
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Some important entrie. in the Books of Head Office 


1. 

Goods Supplied to Branch 

Branch A/c 

To Goods Sent to Br. 

Dr. 

2. 

Money Sent to Branch 



3. 

Goods Returned by Branch 

Goods Sent to Br. A/c 

To Branch A/c 

Dr. 

4. 

Money * Received from 

Branch 

Cash/Bank A/c 

To Branch A/c 

Dr. 


Depreciation on Branch Assets whose Accounts are kept 

by Head Office 


Sometimes the Head Office purchases, assets such as machinery y 
furniture etc., for the use of Branches. Though Branches use these 
assets, the actual records are maintained by the Head Office. As such 

the depreciation of auch assets is to be recorded in the books 
of branches as they use them but assets accounts are to be 

credited in the books of Head Office as it maintains them. 

The entries in respect of Depreciation are as follows : 


a) In the books of H.O. 


Branch A/c 

To Related Asset A/c 


b) In the b)oks of Branch I Depreciation A/c 

' I To Head Office A/c 


Dr. 


Dr. 


Head Office Expenses to be charged to Branches 

Initially, the Head Office incurs the expenses for all the 
branches. But finally such expenses are to be charged to each branch 
proportionately. The entries are as follows : 


( a) Entries in the Books of Head Ojficc 


1. When expenses are paid 

Expenses A/c 

To Cash/Bank A/c 

Dr. 

. 2. When charged to Branches 

Branch A/c 

To Expenses A/c 

Dr. , 
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*• Expenses charged by Head 
Office 

Expenses A/c Dr. 

To Head Office A/c 

2. Expenses transferred to 

P* & L. A/c 

P. & L. A/c D r . 

To Expenses A/c 

Inter Branch Transactions 

recoiv<s U rash°fm^ 0 | n ^ r ^|^!'^ 1 | S ^ l ^^ ICS ^5/ ,ot ' s lo another branch or 
as intfr-br,.nch transaction, andt.l, hcse Inactions arc known 

tions from the Head Office As surfiK* T ' he ,mp , llcd ,nstruc - 

tions between the branches Inn h / thcy f r *l not trcatctJ as transac- 
QOicr. and recorded accordingly. ^ tA * inches and the H ad 

■ -- Proforma Entries for Inter-Branch TV--- 

(fi) in the Hoiks of sending or 
telling H anch 

Head Office A/c Dr. 

To Goods Supplied A/c 

(b) in tin Books of receiving or 
buying Branch 

Goods Received A/c Dr. 

To Head Office A/c 

(c) In the Books of Head Office. 

rs • a _ 

Receiving Branch A/c Dr. 

To Sending Branch A/c 


i . Artcr having recorded all the transactions, Branch writes in iic 

o£c dTI ° f Head ? ffiCe and ' «>"*« other hand, Held 

All*’ n,h C K° U ? t °c ® ranch V-ually, .he Balance of 
Br M rh the books of Branch agree with the Balance of 

Branch A c m the books ol Head Office. One will b» debit 

ffier^vilM^ d 6 ° ,h '‘ r ’ ,he . cre ^ il balance. But in exceptional cases 
be due to - d ' SagreernCnt ,n ,hesc baUnces, such disagreement may 

(а) Gaods or cash supplied by Head Office but not yet 
-received by the Branch, and/or 

(б) Goods or cash supplied by the Branch but not vet 
received by the Head Office. 

As soon as the goods or cash are supplied, the sending party 
pas-cs the necessary entry in its books. But the correspond^! entry 
■s n t passed in the books of the other parly as the goods or cash 
arc not yet received by the same. Thus goods or cash supplied by 
!;’ r le £ irty ! Ilaot received by the other party are supposed to be 
In Transit and hence called as ‘‘Gsods-in Transit" or “Gash-in- 
l ransit. 
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The adjusting- entries in respect of such transactions are to be 
passed by the sending party so as to reconcile the balance of Head 
Office Account with that of Branch Account and vice vt rsa. 


(a) When goods or cash sent by the Branch are in Transit, 
following entries are to be passed by the Branch : 




Goods-in - Trans it 


G(ksh-tn-Transit 



(b) When goods or cash sent by Head Office are in Transit, 
following entries are passed in the books of Head 
Office : 


1. Good-in-Transit 


Goods-in-Transit A/c 
To Brand! A/c 


2. Cash-in-Transit 


Cnsh-in-Transit A/c 
To Branch A/c 


Incorporation oft* Branch Trial Balance in the 
Books of Head Office 

On receipt of Branch Trial Balance, the Head Office gives the 
following six incorporating entries plus transfer entries for 
Gross Profit or Loss and Net Profit or Loss : 

Proforma Entries for Incorporation of Branch Trial 
Balance and for transfer of Profit or Loss 


For all items appealing on Branch Trading A/c Dr 

the Debit side of Br. Trad- • To Branch A/c 

ing Account i (Being.incorporated) 


For all items {including closing « Branch A/c Dr 

fifoc!:) appearing on the j To Branch Trading A/c 

Credit side of Br. Trading (Being. 

Account I .i ncorpora t eel) 


(</.) (i) To Transfer Gross 

Profit to Br. P. <(• L. A/c 


Branch Trad it. g A/c Dr 

To Branch P. & L. A/c 
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(ii) To Transfer Gross I Branch P. & L. A/c Dr. 

Loss to Jb*- P. & L. A/c I To Branch Trading A/c 


3. For all items (including ad• 
juslment) appearing on the 

Debit side of Br. Profit & 
Loss Account 

-gyj 

^Branch P. & L. A/c Dr. ' 

To Branch A/c 

(Being... 

4. For all items appearing on 

the Credit 6ide of Tr. 
Profit & Loss Account 

Branch A/c Dr. 

To Branch P. & L. A/c 
(Being.incorporated) 

(6) («) Net Profit Transferred to 
Oenl. P. & L. A/c 

Branch P. & L. A/c Dr. 

To Genl P. & L. A/c 

(ii) Net Loss Transferred to 
Oenl. P. d: L. A/c 

Genl. P. & L. A/c Dr. 

To Branch P. & L. A/c 

5. For all Br. Assets (including 
adjustments and closing stock) 

Branch Assets A/c Dr, 

To Branch A/c 

(Being.incorporated) 

6. For all -Branch Liabilities 
(including adjustments) 

Branch A/c Dr. 

To Branch Liabilities 
(Being..incorporated) 


ILLUSTRATIVE PROBLEM NO. 7 


The Lucknow Branch of Calcutta Chemicals Lid., Calcutta, 


sends the following Trial Balance to Calcutta on 31st December,, 
1972. - i 


Prepare : 

(a) Trading and Profit and Loss Account, Head Office Account 
and Balance Sheet in the Books of Branch. • 


(6) Branch Trading and Profit and Loss Account, Branch 
Account in the Books of Head Office after incorporating 
the Trial Balance. 


The closing stock at Branch on 31st December, 1972 was 
Rs. 9,000. 











BRANCH ACCOUNTS 


Lackaow 


Trial Balance 


Slock on 1-1-1972 

Furniture 

Goods from Calcutta 
Purchases 
Returns I owards 
Salaries 

General Extensa 
Rent 

Bad Debts 

Carriage 

Sundr> Debtors 
Bank Balance 
Allowances to Customers 
Bills Receivable 
Sales 

Returns to Calcutta 
Sundry Creditors 
Head Office Account 


(Dr.) Rs. 
10,000 
1.500 
50.000 
10.000 
1.000 
6.000 
1.000 
540 
16 
150 
9.000 
4.000 
200 
4.000 


(Cr.) Rs. 


87.000 

400 

5,000 

5.150 


Total 


97.550 97.550 


Solution : (a) 


To Stock (1-1-72) 

„ Purchases 
,, Goods from H.O. 
Ltu Returns 

M Carriage Inwards 
„ Gross Profit c/d 


Brooch 


for the year ending 31-12-1972 


10.000 



X 

Dr. 

for 


To Salaries 
„ General Expenses 
Rent 

„ Bad Defats 
„ Allowances 
„ Net Profit transferred to 
Head Office 


150 

25.230 


By Sales 

•7.000 

Imam Returns 

.. Stock (31-12-72) 

1.000 


9.000 












3. Head Office Account 


BRANCH ACCOUNTS 
Cr. 


To Balance c/d 


Rs. 

22,500 


22,500 


By Balance b/d 
„ Profit and Loss Account 
(Net Profit) 


4. Balance Sheet 

as on 31-12-1972 


nobilities 

^moun/l 

Assets 

Amount 

Head Office Account 

Sundry Creditors 

CO 

S" 

Furniture 

Bank 

Sundry Debtor* 

Stock 

Bills Receivable 

Rs 

1,500 

4,000 

9,000 

9.000 

4,(C0 


27,500 


27,500 


* l ° Ba?a d n° f Shcc? aIanCe “ * r *“ , * d iu ” ,ht e ° pl,a ' and * hown in 'he 

[an Hems such as "Goods S.ipnlied by Head Office" and "Goods 
Relumed to Head Office” will not be shown in the Head Office 
Account again as they have been already recorded so. 

(b) Incorporating entries in the books of Calcutta Office 
(Head Office). 


Rs.. 

69,750 



95.CC0 


22,250 


7,900 
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^ n__ck Or/ 


Branch Profit and Loss Account Dr ‘ 

To General Profit and Account 

(Being Branch Profit transferred to General Profit 

and Loss Account)_ 

Branch Assets Account Dr * 

To Lucknow Branch Account 
(Being Furniture Rs. 1.500, Bank Ra. 4 °00, Dn. 
Rs. 9,000. Stock Rs. 9.000 and B/R Rs 4,000 in¬ 
corporated) _____ 

Lucknow Branch Account Dr - 

To Branch Liabilities _. _ 

(Being Sundry Creditors Rs. 5.000 incorporated) 


17,350 


27.500 


5.000 


17.350 


27.500. 


5.000 


Books of Head Office 
Branch Trading Account 


To Branch Account ' 

Stock IO *2°2 

Purchases 10,000 

Goods from H.O. 49,600 
Carriage 150 67,750 


By Branch Account 
Net Sales 
Stock 


„ Branch Profit and Lost, 
Account (General Profit) 


25.250 

95,000 



Profit and Loss Account 


86,000 

9,000 


Rs. 

By Branch Trading Account 
(General Profit) 

7,900 


17,350 


25,250 



To Balance b/d* 

„ Br. Trading A/c* 
M Br. Liabilities 7 


2 Lucknow Branch Account 


Rs. 



By Br. Trading A/c 1 
„ Br. P. dc L. A/c 4 
Br. Assets* 


Rs. 

25,250 



1,05,150 


Rs. 

67,750 

7,900 

27,500 


1,05,150 


# (1) In the books .of Lucknow Branch, the Calcutta H.O. A'c shows a 
credit balance of Rs. 5,150 which indicates that the Branch balance in 
the books of H.O.'must be Rs. 5,150 Debit. 
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(2) After incorporating the trial balance, the Branch Account in the hooka, 
of H.O. shows no disagreement, it shows no balance whatsoever. 

(3) There is no point in preparing the Balance Sheet of Branch alone at. 
H.O. figures of Assets and Liabilities are not available. 

ILLUSTRATIVE PROBLEM NO. S 

Give journal entries for the following transactions in the books 
of Head Office. Head Office accounts are closed every year on 31st 
December : 

(a) Cash remitted by X Branch Rs. 300 not received by the 
Head Office till 31st December ; 

(ft) Goods sent by H.O. on 28th December worth Rs. 150 to- 
its 7 Branch not received by the branch till 31st Decem¬ 
ber ; 

(e) Expenses paid by H.O, on 28th December, for its X Branch 
Rs. 400 and for F Branch Rs. 600 not yet adjusted in the 
accounts ; 

(d) Goods sent by X Branch to 7 Branch Rs. 300 are yet to be 
recorded ; 

(a) X Branch collected Rs. 300 from a customer ofHeack 
Office ; 

( /) 7 Branch paid Rs. 3,000 for a machine purchased by H.O. 
for the use in H.O. itself; 

(gj H.O. Expenses are to be allocated to X and 7 Branches. 
Rs. 3,000 and Rs. 2,300 respectively, 

( h ) Provide Depreciation . at 10% on Furniture when the 
‘Furniture Accounts* are maintained by H.O. 

'Furniture at X Branch Rs. 25,500. 

Furniture at 7 JJranch Rs. 15,000. • 

(Kamaiak University} 

Solution and Notes : 

JOURNAL OF H.O. 


Cash in Transit Account 
To X Branch Account 
(Being Cash in Transit from Branch) 


X Branch Account 

Y Branch Account *"• 

To Expenses Account . ^ 

(Expenses paid by H.O. for X Branch Rs. 400 and 

Y Branch Rs. 6C0 now being adjusted) 
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id) 

<*) 

if) 

iM) 

W (0 

00 


- - Dr. 

Y Branch Account 

mSZSS r r r •»» - 

the implied instruction* of H.o.»_ 


—— - *>_ 

X Branch Account 

To Customer Account H o ^ 

(AT Branch received cash from a customer 01 

Machinery Account • Dr# 

To Y Branch Account „ r\\ 

(Y Branch paid for the Machinery of H U.J 

X Branch Account 
Y Branch Account 

To Expenses Account 
(H.O. Expeases allocated) 


Dr. 

Dr. 


AT Branch Account Dr * 

To Furniture Account 

(Depreciation on Furniture at AT Branch chargca 
to X Branch) __ 

Y Branch 

To Furniture Account . , , 

(Depreciation on Furniture at Y Branch charged 
to Y Branch) 


300 

300 

300 

300 

3 000 

3.000 

3,000 

2,500 

5,500 

2,500 

2,500 

1,500 

1.500 


•In fact the cash remitted by X Branch but not received by the H.C^ must 
be adjusted in the books of X Branch as Cash-in-Transit However - *£*£'"* 
are asked to be made in H.O. books, this has been adjusted so in H.O. books. 

ILLUSTRATIVE PROBLEM NO. 9 

The following position is shown by the books of a Bombay 
business and its two branches as on 31st December, 1966 : 

Bombay Balance Sheet 


Capital 

Creditors 

A Branch Current Account 
Profit and Loss Account 


Rs. 

-—-r 

25.000 

Plant and Machinery 

3.000 

Stock 

1.500 

Debtors 

7 000 

B Branch Current Account 


Cash 

36,500 

1 


Rs. 

12000 

6.900 

6.500 

1,100 

10,000 

! 36,500 


A Branch Balance Sheet 

Rs. 1 

1 

Rs. 


H.O. Current A count 

2.400 


Slock 

600 

i 

Debtors 

700 


< a-h 

200 

i 3.930 


3,‘XX) 


Creditors 
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B Brancli Balance Sheet 



Rs. 


Rs. - 

H.O. Current Account 

300 

Stock 

iWP 'i '» 

Creditors 

4,000 

Debtors 



■I_ 

Cash 

300 




1 4,3C0* 


Upon investigation it was found that the following transactions 
had taken place on 31st December, 1966 : 

i 

(o) Bombay Office forwarded goods to the value of Rs. 500 to 
Branch *A* and Rs. 600 to Branch *B* which were not 
received by them until 3rd January, 1967 ; ' 

(6) Branch ‘ A* remitted Rs r 4C0 casji to Bombay Office which 
was received by it on 2nd January, 1967 ; 

(c) Branch ‘A* returned Rs. 200 goods to Bombay Office 
which were received by. it on 3rd January, 1967. 

You are required to pass journal entries in the books of Head 
Office and prepare a consolidated Balance Sheet of the whole busi¬ 
ness thereafter. ( Kamatak University) 

Solution and Notes : 

(1 ) ‘A* Branch Current A/c Balance as shown by the Bombay- 
Office should agree with the H.O. Current A/c balance shown by- 
'A ’ Branch. Similarly ‘B’ Branch Current A/c Balance as exibited 
by H.O. should tally with the H O. Current A/c Balance as shown, 
by B Branch. But there is discrepancy. Hence the balances are to. 
be reconciled and made to agree first by passing the necessary Adjust¬ 
ing entries for either “Goods- in-Transit” or “Cash-in-Transit” as tho 
case may be. 

(2) Incorporating entries in the books of Bombay Office are tc> 
be passed to incorporate the adjusted assets and liabilities of eacfc 
Branch. 

(3) While preparing the consolidated Balance Sheet, Branch 
Current Accounts and H.O. Current Account are toJ>e eliminated. 


BRANCH ACCOUNTS 


Journal of Head Office, Bombay 
• ( A ) Adju sting Eotnes _ 

P.s. Rs. 

(a) Goods in Transit Account Dr * 1#l °° 500 

To A Branch Current Account 500 

To B Branch Current Account 
(Goods sent to branches in December, 1966• but receiv 
ed by them in January 1967, bei ng adjusted) 

(b) Cash in'Transit Account Dr - 400 aqq 

To A Branch Current Account 
(Cash remitted by A Branch m December 1966, but. 
received in January 1967, being adjusted)_ # 

(c) Goods in Transit Account 200 2 Q0 

To B Branch Current Account 
(Goods returned by B Branch in December 1966. but 
received in January 1967. being adjusted) j 

W ith these adjusting entries, the Branch Current Account Bal¬ 
ances will be Rs. 2,400 for A Branch and Rs. 3U0 for B Branch, as 
shown below : _____ 

A Branch Current Account B Branch Current Account 


Bal'bld 

1.500 

To Bal. bid 1,100 By Goods in 


Goods in 


Transit 1 

600 

Transit 

500 

,, Goods in 


Cash in 


Transit* 

200 

Transit 

400 

,. Bal. c/d 

300 


2,400 

1,100 

1,100 


Note 



2,400 


In facts goods and cash sent by the Branches but not received 
by the H.O. must be adjusted in the books of the respective 
branches as ‘Goods-in-Transit* and ‘ Caih-in-TramtU \ But in 
this problem, they have been recorded in the books of H.O. 
a? *Caih-in-Transit' in respect of cash not yet received from 
A Branch and ‘Goods-in-Transit’ in respect of B Bianch as 
the adjusting-entries are asked to be made in H.O. books. 

(£) incorporating Entries in Bombay Books 


Rs. 

600 

700 

200 


3.900 


A Br. Stock Account 

Dr. 

A Br. Debtors Account 

Dr. 

A Br. Cash Account 

Dr. 

To A Branch Current Account 


(Being incorporation of A Brarfch 

Assests including 

Cash in Transit) 



A Branch Current Account 
To A Br. Creditors Account 
Being incorporation of A Br. creditors) 
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B Br. Stock Account 
B Br. Debtors Account 
B Br. Cash Account 

To B Branch Current Account 
(Being incorporation of the A 
including Goods in Transit) 


Ararat* of B Branch 


B Branch Current Account 
• To B Branch Account 

(Being incorporation of creditors of B Brandi) 


1.800 

2^00 


4,000 


* Sheet of H.O. 
on 31-12-1965 


Capital 

Profit and Loss Account 

Creditors : 

H.O . 

A Branch 
B Branch 


3,000 

3.900 

4,000 


Rs. 

25,000 

7/100 


10,900 


Plant and Machinery 
Stock H.O. 

A Branch 
B Branch 

Debtors H.O. 

A Branch 
B Branch 

Cash H.O. 

A Branch 
B Branch 

Cash la Transit (A) 
Goods In Transit 
H.O. 

B Branch 


6,900 

600 

1,800 

6,500 

700 

2^00 

10,000 

200 

300 


1,100 

200 


Rs. 

12,000 


9,300 


9,400 


10,500 


1,300 


42,900 


42,900 


EXERCISE 19 

1. Define branch organisation and diflercntiate between a Branch 
and a Department' 

2. What are the various types of branches? Explain the factors 
responsible for such a division. 

3. Explain the need for Branch Accounting and discuss the various 
accounting methods adopted for different types of branches. 

4. Write down the procedure of passing entries by the Head Office 
for the Dependent Branch. 

3. What are the advantages of the System of sending goods to a 
Branch at Marked Prices ? Explain the meaning of the term 
loaa in this connection. 

6. What is an Agency Branch ? Explain its nature and working 
from accounting point of view. 

7. What is the difference between dependent and independent 
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branch? Explain «he accounting procedure fo.Iowed by the 

r SSnSTES- - Tri " 

Balance in the Head Office books. 

9. What do you understand by the following : 

(a) Branch Adjustment Account ; 

(b ) Goods in Transit; 

(e) Cash-in-Tranist ; and 

(d) Inter-BrancH Transactions. 

10 What is the procedure of recording depreciation of Branch 

Fixed Assets whose accounts are maintained by the H.O. 


Problems on Dependent Branches 

11 NiJeii i Ltd.; Madras, opened a new branch at Bangalore. From 
lU Knowing figures Sating to <he branch, wr.te nccessary 
entries in the books of the company and prepare Branch 
Account lo ascertain the ptofit earned there. 


Goods sent to Branch Rs. 5,000 
Cash sent to Branch Rs. 800 

Cash sales at Branch Rs. 7,000 

The branch was advised to sell goods only for cash. Thcie 
was no stock of unsold goods at the end with the Branch. 

[Ans. Branch Profit Its. 1,200 ] 


12. Mantons Ltd., Bangalore, opened a Branch at Hubli on 1st 
May, 1972. From the following particulars, prepare, Branch 
Account and find out the profit or loss made by the Branch lor 
the period ending 30th April, 1973. 


Goods sent lo Branch 


Rs. 

16,000 

Cash remittance to Branch for : 
Salaries 

... 2.000 


Office Rent 

■l»0 


Other Expenses 

320 

2,800 

Cash sales effected by the Branch 


22,000 

(Remitted to H.O. immediately) 
Stock of unsold goods on 30-4-73 


2,000 


[Ans. Profit R*. 5,200] 


13. From the following figures relating to Bhuvancswar Branch, 
opened in 1971, prepare Branch Account for 1971 and 1972 : 
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Particulars 

1971 

1972 

» 

Goods sent to Branch 

Rs. 

3,000 

Rs. 

4,200 

Sales—Cash 

1,200 

1,920 

Credit 

2,160 

3,000 

Cash Received from Debtors, 

1,920 

2,400 

Discount allowed to them 

30 

90 

Bad Debts 

30 

60 

Cash sent to Branch for Expenses 

420 

600 

Stock on 31st December 

.480 

840 ’ 

Petty Cash Balance on 31st December 

10 

12 


[An®. 1971 Profit Rs. 370 ; Branch Debtors Rs. 180 ; 
1972 Projit Rs. 332 ; Branch Debtors Rs. 630 J* 

14. From the following particulars relating to Patna Branch for the 
year ending 31st December, 1972 prepare accounts in the Head 
Office Books : 


Stock at Branch on 1st January, ,1972 


Rs. 

17,800 

Branch Debtors on 1st January, 1972 


9,400 

Petty Cash at Branch on 1st January, 1972 


40 

Goods sent to Branch during the year 


56,800 

Cash sales during the year 


31,600 

Credit sale* during the year 


80,800 

Cash received from Debtors 


75,800 

Goods returned by the Branch 


1,600 

Cash sent to branch for expenses : 

Rent 

4,000 


Salaries 

12,000 


Petty Cash 

2,000 

18,000 

Stock at Branch on 31st December, 1972 


10,800 

Petty Cash at Branch on 31-12-72 


60 



(Calcutta) 


[Hint : Debtors Balance at the end of the period is not given 
which is to be ascertained by preparing 'Debtors* 
Account]. 

[An®. Closing Debtors Rs. 14,400 and Profit Rs. 32,220 ] 
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Problems based on Marked (Invoice) Price 

15. From the following information ascertain the credit sales to the 
► Branch customers and prepare Branch Account in the books ol 
the Head Office for the year ending 31*3-1971. All the ex¬ 
penses are paid by the Head Office and daily collections of 
the Branch are remitted to Head Office. 

Rs. 


Stock on 31-3-1971 
Stock on 1-4-1970 
Debtors on 31-3-1971 
Debtors on 1-4-1970 
Goods invoiced to Branch 
Cash sales remitted to H.O. 
Cash collected from Debtors 
Goods returned to H.O. 
Salary 
Rent 

Petty cash on 1-4-1970 
Petty cash on 31-3-1971 


1,25,000 
75,000 
70,000 
50 000 
3,50,000 
1,50,000- 
1,40,000 
25,000 

8,0o0 

2,000 

50 

100 


The Head Office charges the goods to the Branch at £5 per cent 
above cost. ( Mysore, Karnatak ) 

[Hint. Loading at 1/5 rate should be cancelled] 

[Ana. Credit sales Rs. 1,60,000 ; Profit Rs. 80,050] 

16. From the following information, ascertain sales to the customers 
of the Branch on credit and prepare the Branch Account in the 
books of the Head Office for the year ending 31st December, 
1969. All expenses are paid by the H.O. 


Rs. 


Stock on 31-12-1969 ... 90,000 

Stock on i-1-1969 ... 60,000 

Debtors on 1-1-1969 ... 40,000 

Debtors on 31-12-1969 ... 60,00u 

Cash sales remitted to H.O. ... 1,50,000 

Cash collected from Debtors and 

remitted to Head Office .... . 1,60,000 

Goods invoiced to Branch ... 3,60,000 

Rent ... 3,000 

Salary ... 6,000 

Goods returned to Head Office ... 0,000 

Petty cash on 1-1-1969 ... 100 

Petty cash on 31-12-1969 ... 5 0 

Sales of Gunny bags • ... 200 


Goods are invoiced by Head Office at 20 per cent above cost. 

(Calcutta, Karnatak) 
[Ana. Credit sales Rs. 1,80,000 ; Profit Rs. 51,150] 
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l7 ‘ 1 ^ era have * e ' r branch in Bombay to which 

T^B^£l P R ied ? t . se,hn 8. p™* being 30% above the con. . 
^l^™ b ,1L? ranch keep * us own Debtors’ Ledger and remits' " 

^*3^o£« H “ d 0,B “' Th ' B '“‘ h 

From the following details, find out the amount of credit sales 
Office : rCParC ' ranCh Account » ,he books of the Head 


Stock on 1-1-1968 
Stock on 31-12-1968 
Sundry Debtors on 1-1-1968 
Sundry Debtors on 31-12-1968 
Cash remittance to Head Office for 
cash sales 

Cash re mittance to Head Office for cash 
collection from Debtors 
Ooods invoiced to Branch 
Rent, rates, etc. 

Salaries 

Sundry Expenses 
Petty cash on 1-1*1968 
Petty cash on 31-12-1968 
Goods returned to H.O. 

Miscellaneous income 


R*. 

52,000 

65,000 

35,000 

48,000 

2,21,000 

1,43,000 
3,90.000 
12 000 
24,000 
6,000 
50 
100 
2,600 
100 


(Panjab, Kamatak) 
TAn*. Credit sales Rs. 1^6,000 : Profit Rs . 47,150 ] 
IS. A Dharvvar Merchant has a Branch at Mysore to which he ' 
charges out the goods at cost plus 25 per cent. The Mysore 
Branch kcefH its own Sales Ledger and transits all cash re¬ 
ceived to the Head Office every day. All expenses arc paid 
from the Head Office every day. 

From the following particulars prepare Branch Account and 
Memorandum Branch Trading and Profit and Lost 
Accounts, fo»“ the year ended 31st December, 1963 : 


Rs. 

Stock (1-1-1965) ... 11,000 

Debtors (1-1-1965) ... 1,700 

Petty cash (1-1-1965) ... 100 

Cash vales ... 2,650 

Goods sent to Branch ... . 20,000 

Collection on Ledger Accounts • ... 21,000 

Goods returned to 11.0. ... 400 

Bad Debts ... 300 
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Allowances to Customers 
Returns Inwards 

Cheques sent to Branch for : 

Rent 

Wages 

Salaries and other expenses 
Stock (31-12-1965) 

Debtors (31-12 1965) 

Petty cash (3l?12-1965) including Miscella 
neous income R*. 25 remitted 


250 

500 


ow 

200 

900 

3,000 

2,000 

125- 

( Kamatdk , Bombay) 


[Hints : (0 Miscellaneous income of Rs. 25 is already remitted 
to H.O. Hence should not be included in closing 
petty cash, bnt should be treated separately 
as cash remitted. 

(is) Items such as Bad Debts, Allowances, Returns 
Inwards, have no relation with H.O. Hence 
should not be taken in “Branch Account”. How¬ 
ever, they should be considered while preparing 
Memorandum Trading and Profit and Loss. 
Account. 

(sit) Credit sales should be ascertained by preparing 
Debtors’ Account.] 

[Ans. Credit sales Rs. 22,350 ; Profit Rs. 8,195} 


19. The ICamatak Traders have their Branch in Bangalore to which 
goods are supplied at selling price, being 25% above 
cost. The Bangalore Branch keeps its own sales ledger and 
remits all cash to Head Office daily. The branch expenses^re 
paid by the Head Office. 

From the following branch details, determine the amoun t oi 
credit sales and show Branch Account in the H.O. Books : 


Rs. 

Stock on 1st Jan., 1963 at invoice price 50,000 

Stock on 31st. Dec., 1963 at invoice price 60,000 

Sundry Debtors on 1-1-1963 28,000 

Sundry Debtors on 3M 2-1963 36,000 


Cash remittance to Head Office (of which 
Rs. 2 ,12,000 arc for cash sales and Rs. 1,32,000 
collection from Sundry Debtors after allowing 
Rs. 1,000 as discounts) 

Goods invoiced to Branch 
Rent, Rates, Taxes 
Salaries 

Sundry Expenses 


3,44,000 

3,64,000 

16,000 

13,600 

3,200 


rA ' . ( Kamatak , Delhi) 

[An.. Credit sales Rs. 1,41,000 ; Profit Rs. 36,000 ] 
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20. Bombay Company invoiced goods to their branches at cost plus 
one-ninth and the branches sell goods on credit as well as for 
cash. 

The Poona branch has sent the following figures for the vear^ 
ending 31st December, 1968 : 


*VO. 

Stock, 1st January 15.000 Allowances 580 

Stock, 31st December 13,900 Returns from Debtors 320 

Debtors, 1st January 26,200 .Discount to Debtors 2,400 

Debtors, 31st Dec. 33,100 Bad Debts 600 

Goods from H O. 50,809 Cash received from Ledger 

Good* returned to H.O. 700 Accounts 49 200 

Credit sales 60,000 Rent, Rates, etc. 1,800 

Cash sales 33,500 Wages and Salaries 6,000 

Trade Expenses 1,300 


The figures of stocks and goods received from H.O. and re- 
turned to H.O. are at invoice prices. 

You are required to show the Branch Account and Branch 
Memorandum Trading and Profit and Lo*s Account ; Branch 
Debtors Account in the books of Head Office. (Poon i, Utkal) 

[Ana. Profit Rs. 34,420 J 

Problems on Stock and Debtors System 

21. i he Imperial Emporium Ltd. invoiced goods to its branch at 
cost plus 25%.. Prepare the Branch Account, Branch Stock 
Account, Branch Expenses Account and Branch Adjustment 
Account in H.O. Books from the following information : 


R?. 

Debtors (I-I-1970) 13,100 

Goods from H.O. 25,400 

Cash sales 16,750 

Debtors (31 -12 -1970) 16,550 

Allowances to Debtors 160 

Total Sales 46,750 

Goods Returned to H.O. 350 


Goods Returned by Debtors 290 




Stock (31-12 1970) 

6,950 

Discount allowed 

1,200 

Bad Debts 

300 

Rent, Rates 

9U0 

Wages and Salaries 

3,00) 

Stock (31-12-1969) 

7,501) 

Trade Expenses 

650 


(Rajasthan ; Shivaji ; Pooni) 


[Ans. Credit sales Rs. 30,000 ; Profit Rs. 19,770 ] 
2 2. Following arc the details of a New Branch for 1973 : 


Rs. 

Goods sent to Branch 5,000 

Goods Returned from 

Branch * 300 

Expenses paid by H.O. 1,000 

Remittance from Branch 4,500 

Cash sales 250 


Rs. 

Credit sales 5,200 

Branch Stock (Closing; 1,770 

Branch Debtors (Closing) 770 

Discount allowed to custo¬ 
mers by ranch 180 
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BRANCH / CCOUNTS 
Show Branch 

Debtors’ Account and Brancn j (Poor.a) 

Office Books. [An ,. p rofi t Rs. 1,270] 

The Shoe TcaBta, Oo^J^JS 

cost plus 25 per cent. Both cash ana from Hcad office. 

fhT&.jrte tranaaclions foe .he - 
months ended 30th September, 1973 : 


123 . 


<3oods from H.O. 
Returns to H.O. 

Stock (1-4-1973) 

Credit sales (for hall 
year) 

Cash sales (for half year) 
Debtors (1-4-73) 

Debtors (30-9-73) 


Rs. 

20,000 

500 

5,0C0 

11,000 

10,800 

3,800 

2,510 


Cash Received from Drs. 
Discounts allowed 
Bad Debts 

Returns from Debtors 
Rent, Rates, etc. 

Salaries and Wages 
Sundry Expenses 
Stock (30-9-73) 


Rs. 

11,600 

160 

800 

200 

240 

800 

120 

4,000 


Record the above transactions in the Hcad Office 

stock and debtors system. The stock items, goods returned to 

Head Office, goods supplied by Head 

[Ans. Profit Rf- 3,580] 


Problems on Independent Branch 


24. The Ahmedabad Branch of Universal Traders Ltd., closed its 
books on 30ih June, when the following Trial Balance was 
compiled : 


Dc bit Balances 

Sundry Debtors 

Cash in Hand 

Fixtures and Furniture 
Stock on 1st January 
Goods from H O. 
Purchases 

Wages and Salaries 
Trade Expenses 

Rs. 

24,000 

3,800 

12.500 
4,500 

68,000 

1,32,900 

11,000 

10.500 

Credit Balances 

Sundry Creditors 
Sales 

H.O. Account 

Rs. 

17,200 

2,25,000 

25,000 


2,67,209 


2,67,200 


The closing stock on 30th June was Rs. 5,200. Close the 
Branch books, prepare Branch Trading and Profit and Loss 






BRANCH ACCOUNTS 


Accounts and Balance Sheet. Also incorporate the branch 
figures in the books of Head Office by giving journal entries. 

{Poona, Karnatok\ 
[An». Ntt Profit Us. 3,300 ; B/S Ks. 45J00X 

25. A Ltd., Bombay has a Branch at Poona. The following arev 

the ledger balances of the branch as on 31-22-1972 : 


Rs. p 

Purchases 4,500 Debtors o 

Sales 15,000 Bank tK 

Creditors 5,600 Interest Received 1*250 

Machinery 10,000 Goods from H.O. 7 0oo 

Stock (1*1-72) -7,500 Sundry Expenses *200 

H.O. Current Account 11,000 Stocl on 31-12-72 3,500 

On enquiry, you are told that : 

(1) goods to branch worth Rs. 500 on 
30-12-1972, but the branch received thfcm on 4-1-1973. 

(2) The Branch Furniture stood in H.O. Books at Rs. 400. 

(3) In H.O. Books, the Bruch Carrent Account had a 
balance of Rs. 11,500. 


Prepare Final Accounts in the books of branch after de¬ 
preciating Branch Furniture and Machinery by 5%. Also give 
incorporating entries in the books of Head Office and prepare 
Branch Current Account thereafter. (Poona Unite rail,) 

[Hints. (») Branch Current Account Balance in Head Office 
Books (Rs. 11,500) must be reconciled with Head 
Office Current Balance (Rs. 11,000) in Branch 
Books. 

(w) Entry for Depreciation on Branch Furniture most 
be recorded in the books of both the parties ] 

[An*. Profit JU. 30 ; B/3 Rs. 16,650 } 

26. The following is the Trial Balance of Calcutta Branch on 
30-6-1972 : 


Debit Balances 

Rs. 

Bombay H.O. Account 

3,240 

Stock (1-7-1971) 

6,000 

Purchases 

17,800 

Goods from H.O. 

9,000 

Salaries 

1,500- 

Debtors 

3,700 

Rent 

960 

Office Expenses 

470 

Cash in Hand 

*,780 

Furniture 

1,400 


45,850 


Credit Balances 

Rr 

Sales 

38,000 

Goods Supplied to H.O. 

6,000 

Creditors 

1,830 


45,850 


BRANCH ACCOUNTS 
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Stock on hand was valued at Rs. 2,700. 

The Branch Account in the Head Office books on 30.6.72 
r stood at Rs. 460 (Debit Balance). On 28th June, the Head 
Office forwarded goods to the value of Rs 2,500 to the Branch 
where they were received on 3rd July. Similarly a cash remit¬ 
tance of Rs. 1,200 by Branch on 29th June, was received by 
the Head Office on 1st July. 

You are required to submit the Journal Entries necessary to 
incorporate above figures showing the result of trading at 
Branch separately in the Head Office books and to give the 
Calcutta Branch Account appearing finally in the Bombay 
Head Office books. ( Shivaji — Poona , Karnatak , C.A. Inter.) 

[Hints : 

(1) The Calcutta Branch Account Balance of Rs. 460 Debit 
should be reconciled so as to make it agree with the Bombay Head 
Office Account Balance as shown by Branch records. 

(2) Entries for Goods in Transit and Cash in Transit should be 

made ] [Ana. Profit Rs. 11,970 ] 

27. A Calcutta firm whose accounting year ends on 31st 
December has two branches—one at Agra and the other at Varanasi. 
The branches keep a complete set of books. On 31st December, 
1972, the Agra and Varanasi Branch Accounts in Calcutta books 
showed debit balances of Rs. 30,450 and Rs. 45,000 respectively 
before taking the following information into Account : 

(a) Goods valued at Rs. 2,000 were transferred from Agra to 
Varanasi under instructions from Head Office. 

(b) The Agra Branch collected Rs. 2,500 from an Agra custo¬ 
mer of Head Office. 

(c) The Varanasi Branch paid Rs. 5,000 for certain goods 
Purchased by the Head Office in Varanasi. 

(d) Rs. 5,000 remitted by Agra Branch to Calcutta on 29th 
December, 1972 was received on 3rd Jan., following. 

(e) The Varanasi Branch received on behalf of the Head 
Office Rs. 1,500 as dividend from a Varanasi company. 

(/) For the year 1972 the Agra Branch showed a net loss of 
Rs. 1,250 and Varanasi Branch a net Profit of Rs. 5,400. 

Pass journal entries to record these matters in Head Office 
Books and write Branch Accounts. (Poona University) 

28. A firm of engineers in Delhi, whose accounting year ends 
on 31st December, has two branches—one at Agra and the other at 
-Lucknow - at which a complete set of books is maintained. 
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t*J a 2 G °n dS v ? ,ued J Rs - 3 * 2 °0 were transferred from Lucknow 
to the Agra Branch under the insturctions from Head Office. /> 

(b) Depreciation of fixed assets of Agra Branch is Rs inn ' 
The accounts of these assets are kept in Head Office books. 3 °°* 

« /n ffi Aremi ^n 0fRs ' 5,000 made by Agra Branch to the 
Snlary^^! 1 December > ^68 was received in Delhi on 2^ 

»».^SX’S" 1 Ri ' 2 -°°° ««o- 

purchfwcd'by £SS3 ““ ““'*»» 

Give journal entries in Head Office books. 
t, J 2 9- Show what entries would be passed in tie books of the 

ttoj^dS.'Sisss? ,h ' ,oi,o ”” g *» - 

(0 Prowsion for Depreciation at 10% on Bombay Branch 
Assets worth Rs. 2,00,000. 

(//) Bombay Branch transferred goods worth Rs. 40,000 ta 
Poona Branch. . 


(///) Madras Branch remitted Rs. 20,000 to Delhi Branch. 

(iv) Delhi Branch remitted Rs. 25,000 to Head Office on 
28-3-1969 but Head Office received the same on 2-4-1969. 

(v) Bombay Branch transferred goods worth Rs. 35,000 to 
Delhi Branch on 27-3-1969 but they were received by the Delhi fl 
Branch on 4-4-1969. 

30. All India Traders Assembly Ltd. Delhi has branches at 
Calcutta, Poona, Gauhati and Cuttack in the Eastern Zone. For 
efficiency and speedy disposal of goods, these branches are given 
powers to enter into inter-branch transactions under advice to the 
Head Office. Following are the inter-branch transactions for the 
month of April, 1974 : 

Calcutta Branch : 

(!) Sent goods to Patna Rs. 2,000, Gauhati Rs. 5,000 and 
Cuttack Rs. 9,000 ; 

(2) Drawn bills on Patna Rs. 1,000, Gauhati Rs. 3,000 and * 
Cuttack Rs. 4,000, 

(3) Received goods from Patna Rs. 7,000, Gauhati Rs. 6,000 
and Cuttack Rs. 15,000 ; 

(4) Bills accepted of Patna Rs. 2,000, Gauhati Rs. 3,000 and 
Cuttack Rs. 6,000. 
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branch accounts 

Patna Branch (in addition to above transactions) 

(1) Sent goods to Gauhati Rs. 15,000 and Cuttack Rs. 9,000 ; 

(2) Drawn bills on Gauhati Rs. 10,000 and Cuttack Rs. 5,000 : 

(3) Received goods from Gauhati Rs. 6,000 and Cuttack 

(4) Receipted bills drawn by Gauhati Rs. 3,000 and Cuttack 
Rs. 4,000 ; and 

Gauhati Branch (in addition to aforesaid transactions ) 

(1) Sent goods to Cuttack Rs. 6,000 ; 

(2) Bills drawn on Cuttack Rs. 4,000 ; 

(3) Goods received from Cuttack Rs. 8,000 ; 

(4) Bills accepted drawn by Cuttack Rs. 9,000. 

Set out the Journal Entries that the Head Office would pass on 
30th April, 1974, showing the working out of the net ug ure s m a 
tabular form. (C.A. Inter ) 
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Self-Balancing Ledgers 


Like a Journal subdivided into 

enterprises divide their Ledger into several *5 

the large number of accounts. It is quite inconvenientt t <s en >wa ai, 
the accounts in one bound ledger. Moreover, in case“° n 
ment of trial balance, it is a time consuming laborious ask to 
locate the difference in accounts if they are recordedl in one ledger. 
Therefore, to make the task of locating errors simpler and easier, 
the system of self-ba.ancing has been designed. 

Under the Self-Balancing System, posting of transactions is 
not done in one ledger but the accounts are opened in more thanone 
ledgers. Under this system, all the accounts are properly divided 
Into three distinct groups, namely : 


(/) accounts relating to trade debtors ; 

( ii ) accounts relating to trade creditors ; and 

(iii) the rest of the accounts and they are recorded in three 
different ledgers. 

The following chart explains the division of the Journal and 
the Ledger into various sub-divisions : 


Books 

f 

Journal 

(Book of Prime Entry) 

I 

1. Cash Book 

2. Purchases Book 

3. Sales Book 

4. Returns Inwards Book 

5. Returns Outwards Book 

6. Bills Receivable Book 

7. Bills Payable Book 
S. Journal Proper 


of Accounts 


Ledger 

i 

(Book of Final Entry > 

1. Debtors’ Ledger 

2. Creditors* Ledger 

3. General Ledger 


Debtors’ Ledger. This ledger is kept for recording the per¬ 
sonal accounts of trade debtors only and not of any other debtors. 
Trade debtors are the persons to whom goods are sold on credit. 
Hence this ledger is also known as Sales Ledger or Sold Ledger. 
Other debtors are the persons to w”hom either some assets are sold 
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on credit °r to whom some services have been rendered. Accounts 
r tnese debtors have no place in the ‘Debtors' Ledger ’. 

in ™r;5'/ C ^ R ° rs ^.^ edger 11 is sim ilar to that of Debtors’ Ledger 
oniv This ledger contains the accounts of trade creditors 

o re fu p °' her crednors have no place in this ledger. Trade creditors 
ledp^r .ft? 01 " from wh °ni goods are purchased on credit. Hence this 
othfrVr J kn ° Wn u 35 Purc b ase Ledger or Bought Ledger. The 
•chased on r° T A? rC l r C P 0 "?” 5 from wh om some asset has been pur- 
These rr^ ! ed ‘ ° f fr ° m whom some services have been received, 
inese creditors are not to be recorded in this ledger. 

re ct Ledger. This is the main ledger which contains the 

and tmdl . ac ^ unt ?* i e - a11 other accounts except the trade debtors 9 
such n, e t/f accoums - In words, all Nominal Accounts 

debt* Lcn,?, rieS ' insurance > ren *> advertisement, interest, bad 

iZZZXXf?"# etC ' a, J Real Accounts such as cash, property. 
Person*! P^ r chases, sales, returns, etc., and all the remaining 

creditor v “I* s j} ch r as capital, drawings, current accounts, loan, 

fs also ln^ are °P ene <l in this ledger. This ledger 

Ledger 3$ Nom,oaI Led * er or Main or Private 


““ ° f b. posted 


Ledger 



Sectional Balancing. If the number of customers or debtors 
as very large, it is convenient to divide the Sales Ledger into two 
or more Sales Ledgers or sections. Similarly Creditors* Ledger or 
purchase ledger can be subdivided into sections or in two or more 
purchase ledgers. The basis of subdivision may be either alphabetical 
or geographical. In alphabetical division, accounts of the debtors 
■whose names commence from letters, say, A-P may be recorded in 
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one sales ledger and from 0-Z in the other. In geographical division, 
the accounts of the debtors carrying on business in the same town 
may be opened in a ledger ‘Town Debtors’ Ledger* and the rest of 
the debtors may be accommodated in Mofusail Debtors Ledger* 
and so on. 

Objects of Self-Balancing 

(/) to detect the accounting errors and to ensure the arithmetical 
accuracy of the ledgers ; 

(i 7 ) to exercise proper internal control, and finally ; 

(iii) to help the preparation of Final Accounts within a short 
span of time. 


Procedure of Self-Balancing 

As the posting of various accounts is made in three different 
•ledgers, it is essential to test the accuracy of each ledger by drawing 
a separate trial balance for each ledger. But this is not possible 
because none of the ledgers contains in itself all the information re¬ 
quired for preparation of a Trial Balance. For example, the debtors 
ledger records only one aspect of the entry, the other being recorded 
in the General Ledger. Same is the case with creditors’ ledger. 
Thus, when the goods are sold to the customers on credit, the items 
from the Sales Day Book are posted to the debit side of the 
Customers* Accounts in debtors* ledger whereas the periodical total 
•of the Sales Day Book is posted to the credit side of Sales Account 
in General Ledger. The debtors’ ledger contains the debit aspect of 
the transaction whereas the corresponding credit aspect is in general 
ledger, thus neither of the ledgers is complete in itself for the pre¬ 
paration of the Trial Balance. Similarly when the goods are bought 
on credit, the items from the Purchase Day Book are posted to 
the credit side of the creditors* or suppliers’ accounts in Creditors 
Ledger and the periodical total of the Purchase Day Book is posted 
to the debit side of Purchase Account in General Ledger. As the 
•General Ledger contains the debit aspect whereas Creditors’ Ledger 
contains the credit aspect, neither of the ledgers is complete in 
itself for preparation ol Trial Balance. The following table gives 
She list of the items posted in different ledgers : 


Account opened 


Debtors* A/c 
Sales A/c 

Cash A/c 
Debtors A/c 

B/R A/c 
Debtors A/c 


Item O' Transaction 


1. Credit Sales 


2. Cash received from 
Debtors 

3. Bills Receivable re¬ 
ceived from Debtors 


Dtbited or 

Name of the 

Credit- d 

Ledger 

Dcbifec 

In Drs. Ledger 

Credited 

In Gen. Ledger 

Debited 

In Gen. Ledger 

Credited 

In Drs. Ledger 

Debited 

In Gen. Ledger 

Credited 

In Drs. edger 














8. Cash paid to 
Creditors 


Bad Debts A/c 
Debtors’ A/c 


Purchases A/c 
Creditors’ A/c 


Creditors* A/c 
Cash A/c 



10. Purchases Returns 


Discount Received 


Debited 

Credited 


Debited In Crs. Ledger 
Credl »cd In Gen. Ledger 

Debited In CreTlTd^ 
Crcdtted In Gen. Ledger 


Creditors* A/c 
Discount A/c 


Debited In Crs. Ledger 
Credited In Gen. Ledger 


From the above discussion it is cImt tKof „ TT" 
ledgers contains in itself all the data for th^ J hat no . ne the three 
Balance. Self-Balancing? therefore is a®" ° f , the Trial 
an independent Trial Balance from each ledger without^h/h 
others. Moreover, the errors can be local! Jh - l i. th h ? lp of 

ledger separately and the long and tediou^process of rb p ? r . t,cular 
other ledgers can be avoided process of checking the 

Adjustment or Control Accounts 

In order to draw a Trial Balance of each ledger independent!,, 
is it essential to provide the missing information in each^of such 

rw!f rS ‘ • , Th , US ' v ,h u which contains the debit entry (e * 

Debtors Ledger) should be provided with the missing correspond^ 

Vf *‘“ST l he hfu ser which con,ains ' hc cXS 

\ Creditors Ledger) should be provided with the corresponding 
debit entries This is accomplished by opening the Adjustment 
Accounts at the back of each ledger. B justment 

. k, De !? t ? rS ,’i. Ledger con l ains the Personal accounts of all trade 
debtors, but the corresponding items of credit sales, sales returns 
cash received from debtors, bills received, bad debts etc., are missing 
in this ledger as these items are recorded in General Ledger. ThZ. 
fore, to Self-Balance the debtors’ Ledger, an Adjustment Account 
accompli slung the above missing information is to be opened at the 
back oh the Debtors Ledger The name of such an adjustment account 
will be General Ledger Adjustment Account due to the fact that 
these missing items were posted in General Ledger. 

T hC a sam f manner > an adjustment account by the name 
General Ledger Adjustment Account’’ is to be opened in Creditors’ 
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Ledger to provide with the missing items of credit purchases , pur¬ 
chases returns 9 cash paid to creditors , bills payable accepted\ ctc. % 
which have been posted in General Ledger 

The General Ledger contains all the accounts except Trade 
Debtors’ Accounts and Trade Creditors* Accounts, as these have 
been recorded through separate ledgers. To self-balance the General 
Ledger, adjustment in respect of trade debtors and trade creditors 
must be made by opening two adjustment accounts at the back of the 
General Ledger. They are. Debtors* Ledger Adjustment Account 
and Creditors’ Ledger Adjustment Account. 

These adjustment accounts are nothing but a summary of a re¬ 
cord of transactions already posted in a particular ledger. However, 
this summary is posted to the contra side of the adjustment accounts 
to complete the double entry. These accounts are also known as 
Control Accounts or Total Accounts when the posting to the res¬ 
pective ledgers is to be checked up. 

The following table gives the picture of the adjustment account 
to be open ed in respective ledgers : 

Name of the Ledger Name of the Adjustment Account to be 

opened to Self Balance each ledger 



General Ledger or 

Nominal Ledger or 
Private Ledger or 
Main Ledger 


General Ledger Adjustment A/c or 
Nominal Ledger Adjustment A/c 

General Ledger Adjustment A/c or 

Nominal Ledger Adjustment AJc 

- ■ —— _ , _ 

(/) Debtors’ Ledger Adjustment 
A/c or 

Sales Ledger Adjustment A/c 

(//) Creditors' Ledger Adjustment 
A/c or 

Purchase Ledger Adjustment Ajc 
or Bought Ledger Adjustment Ajc 


Adjustment Entries. In order to self-balance the ledger the 
adjustment entries in respect of the following groups of items are 
to be passed and posting made accordingly to respective ledgers. 
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(A) Items relating to personal accounts of trade debtors (affecting 
debit side of debtors) 


(/) Credit Sales credited in 
General Ledger 

00 B/R disebonoured credited 
in General Ledger 
(fit) Interest charged to Custo¬ 
mers credited in Genl. Led. 


(fv) But Debtors' Accounts have 
not been debited in General 
Ledger which should now be 
debited with the summary of 
the above three items by way 
of an adjustment as under : 

Debtors’ Ledger Adj. A/c 
Dr. in General Ledger 


(0 Debtors’ Account debited in 
Debtors* Ledger. 

00 Debtors’ Account debited in 
Debtors’ Ledger. 

(Hi) Debtors’ Account debited in 
Debtors’ Ledger. 


(iv) But Credit Sales, B/R dis¬ 
honoured and Interest charg¬ 
ed to customers have not been 
credited in this ledger, which 
should now be done by 
way of an adjustment as 
under : 

Genl. Led. Adj. A/c Cr. in 
Drs. Ledger 


Thus, the adjusting entry would be as under : 

1. Debtors’ Ledger Adj. A/c Dr. in General Ledger 

To Genl. Led. Adj. A/c Cr. in Debtors' Ledger 

(B) Items relating to trade debtors (affecting credit side of debtors) 


(i) Cash received from custo¬ 
mers debited in General 
Ledger 

(//) B/R received from customers 
debited in General Ledger 

(iii) Sales Returns debited in 
General Ledger 

(iv) Bad Debts debited in Genl. 
Ledger 

(v) Discount Allowed debited 
in General Ledger. 

(vi) But Debtors' Accounts which 
arc not credited in General 
Ledger should be credited by 
way of an adjustment for the 
summary of above items as 
under : 

General Ledger Adj. A/c 
Dr. in Debtors* Ledger 


(i) Customers’ Account credit¬ 
ed in Debtors’ Ledger. 

00 Customers’ Account credit¬ 
ed in Debtors’ Ledger. 

(iii) Customers’ Account credit¬ 
ed in Debtors* Ledger. 

(iv) Customers’ Account credit¬ 
ed in Debtors’ Ledger. 

(v) Customers’ Account credit¬ 
ed in Debtors’ Ledger. 

(vi) But items such as Cash re¬ 
ceived, B/R received; dis¬ 
count allowed, Bad debts , 
sales returns do not appear 
in Debtors' Ledger for which 
an tzfjustnunt should be 
made as under : 

Debtors’ Ledger Adj. A c 
Cr. in General Ledger 


IBLF.balaKcino ledgers 

Thus, the adjusting entry would be as under : 

1 General Ledger Adjustment A/c Dr. in Debtors' Ledger 

L To Debtors' Ledger Adj. A/c Cr. in General Ledger 

When, the above two entries are posted in lespective ledgers* 

accounts would appear as under : 

Id General Ledger 

Debtors’ Ledger Adjustment Account _ Cr. 


r 0 Balance b/d 
Gen. Led. Ad). 

M Credit Sales A/c 
B/R Dishonoured 
Interest charged 
Balance c/d 


By Balance b/d 

Geo Led Ad). A/c 
Cash Received 
B/R Received 
Sales Returns 
Discount Allowed 
Bad Debts 
Allowances 

Transfers to Crs. Ledger 
,, Balance c/d 


Total 


Total 


^ I fems relating to personal account* of trade creditors (affecting 
K credit side of creditors) 


(/) Credit purchases debited in 
General Ledger 

( fi ) Bills payable cancelled and 
renewed debited in General 
Ledger 


31 


i) Creditors’ Ledger Adj. A/c 
should be credited in General 
Ledger to have corresponding 
effect. 


(i) Creditors’ Account credit¬ 
ed in Creditors’ Ledger. 

(fi) Creditors’ Account credited 
in Creditors’ Ledger. 


(ill) General Ledger Adjustment 
Account should be debited 
in Creditors' Ledger to have 
corresponding debit. 


Thus, the adjusting entry would be as under : 

3. General Ledger Adjustment A/c Dr. in Creditors' Ledger 
To Creditors’ Ledger Adj. A/c Cr. in General Ledger 

(/)) Items relating to personal accounts of trade creditors {affecting 
debit side of creditors) 


1 (/) Cash paid to creditors 
credited in General Ledger 
Jii) Bills payable accepted credit¬ 
ed in General Ledger 


(i) Creditors* Account debited 
in Creditors’ Ledger. 

(i*> Creditors’ Account debited 
in Creditors’ Ledger. 


Hi) Discount received credited (ill) Creditors’ Account debited 

• __ -_1 V . in PI 


in General Ledger 


in Creditors* Ledger. 
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O'v) Purchases returns credited 
in General Ledger 
(v) Allowances received credited 
in General Ledger 


(v/) All these accounts are credit¬ 
ed in General Ledger but no 
corresponding debit is given 
to creditors in this Ledger. 
Hence an Adjustment should 
be made as under : 


Crs. Led. Adj. A/c Dr. 
(in General Ledger ) 


W) creditors’ AccounFdiblted 
, x i? Creditors’ Ledger. 

(v) Creditors’ Account del 
in Creditors’ Ledger 


(v/) 


Creditors' individual 
counts have been debit* 
but the corresponding credit 
is not recorded in this led 

m respect of cash paid J,p 

iiT: 

Gen. Led. Adj. A/c Cr. 

(in Creditors' Ledger) 


4. 


C^dr^ e i^ JUSti ?f. entry wou,d be as under : 

A,c &sszznz « 

In r..._. » . . 


Dr. 


r fn General Ledger 
Creditors Ledger Adjustment Account 


Cr. 


A/c 


To Balance b/d 
•> Gen. I>ed. Adj 
Cash Paid 
B/P Accepted 
Purchase* Returns 
Discount Received 
Allowances Received 
Transfers from Sales 
Ledger 

•* Balance c/d 


Total 


Rs. 


X 

By Balance b/d 
„ Gen. Led. Adj. A/c 

X 

( redit Purchases 

X 

x 

B/P Cancelled/renewed 

X 

X 

By Balance c/d 

X 


X 


X 

Total 




R«. 
X 


X 

X 




Dr- 


In Debtors' Ledger 
General Ledger Adjustment Account 


V* 


To Balance b/d 

Debtors’ Led. Adj. A/c 
Cash received 
B/R received 
Sales Returns 
Discount allowed 
Bad Debts 
Allowances 
Trae*fers 
Balance c/d 


Total 


Rs. 

x 

By Balance b/d 

M Debtors' Led. Adj. A/c 
Credit Sales 

X 

X 

B/R dishonoured 

X 

■merest chaiged 

X 

h Balance c/d 

X 

X 

X 

X 

X 

Total 


Cr. 


R* 

n 


x 

x 

X 

X 


I 
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transfer a certain 


( b) 
(0 


Transfers. Sometimes ^ kto^s^Ledgerto another account in 
m from one accoun nen the same person happens to be 

^itors’ Ledger or vice »*'"**£ in * IS necessary to set off the 
'Obth a debtor as a debtor in rfeftferjr' /e^er against 

amount due from the p * s a creditor in creditors ledger . 

passed ^o^se^off^h^account is Known as transfer entry 

which is as under : f . 

G») Tto effect transfer in Individual Accounts Ledger) 

Cr to”£b?o“““icou., iS S Debtors' I^ger) 

To l r ?" S £ e r ™f J fi' ment for°“n General Ledger) 

Cr To , Ge S nera?le r dJer Aui A/c (Dr. in Cred,tors’ Ledger) 
(,7) General ^Ledger Adj^A/c^ ^ (Dr. .n Debtors 

C^edito , rs^ t *Ledger a cn , °v('ce i verJortl'c r iduina < ^e n rc^uH t |s r l'be^u: < d^n?tion 

Kc balance If both Tea. Debtors and Total Crcdttors. 

Important Points. While Self-Balancing the Ledger the 

following points should be noted careluliy . 

m While writing the adjustment accounts only those items 
whichafltetheDebars and Crcd.tors should be taken .mo account 
The items such as Reserve lor Doubtful Debts, Cash &.!« or M 

Purchases, Bad Debts previously written / °“ no " Trade Discount 

they are included in the cash received from debtors) t I rade Discoun 
etc.? should not be considered while writing the total accounts. 

V, (2) In exceptional cases, a debtor's account may show a credit 
i&ance and a creditor's account may show a debit wh< “ 

actually there should be debit and cicdit balances rcs P ccl *^ , /* “ 
so happens because, sometimes the debtor makes the advance pay 
ment or excess payment or returns the goods alter having made 
full payment. His account, therefore, will show a credit balance_to this 
extent. Such a credit balance should be copied to the credit of Total 
Debtors Account if it is an opening balance and to the opposite siae, 
i. e . y to the debit side if it is a closing balance. Same principle 
should be applied while copying the debit balance on creditors 
account—opening balance to the coirect, i.e. 9 debit side, and closing 
balance to the opposite, i.e. 9 credit side. In other words, sued 
exceptional balances should be written to their respective sides u 
they are opening balances and reverse sides il they are closing 
glances. 

ILLUSTRATIVE PROBLEM NO. 1 


Show where the following transactions will be recorded and 
in what ledger the accounts will be opened presuming that there are 
PPA—19 
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three ledgers, first for trade debtors , second for trade creditors 
the third for the rest of the accounts. 

1. Invested capital Rs. 20,000. 

2. Purchased goods from Ram Manohar for cash Rs. 3 500 

3. Paid cartage Rs. 10. 

4. Purchased goods on credit from Didwaina Bros. Rs. 8,000. 

5. Purchased furniture on credit from Modern Furniinr. 

House Rs. 1,500. Ie ' 

Rs. 30 6 000 PUrChaSC<1 bUi ' ding ° n credit from Damodar Das 

7. Sold goods for cash to Netaji Bros. Rs. 2,500. 

8. Sold goods on credit to Anil Prakash Rs. 3,400. 1 

9. Sold old machinery on credit to Jeejabhai Rs. 800. 

10. Paid rent Rs. 200. 

11. Paid salary Rs. 800. 

12. Salary outstanding Rs. 50. 

13. Paid Rs. 1,980 to Didwaina Bros. Discount allowed bv 

them Rs. 20. y 

, 14. Accepted a bill drawn by Didwaina Bros, for Rs. 1,000 

15. Received one bill of Rs. 2,000 from Anil Prakash. ] 

16. Received from Anil Prakash cash Rs. 990 Disco&U % 

allowed by us Rs. 10. • . 

17. Received goods returned by Anil Prakash Rs. 200. 

18. Anil becomes insolvent and is hot able to pay anything. 

(C.A. ; K.U.D., April 1972 > 

Solution and Notes : 

(1) The transactions will be recorded in one of the eight sub¬ 
sidiary books, namely in Cash Book, Purchase Book, Sales Book etc- 

(2) From these books the entries will be posted in the r» - 
pective ledgers, viz.. General Ledger, Sales Ledger or Purchase? 
Ledger. 

The following table explains the recording of day to day trans- 
actions in various books and ledgers : 
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ILLUSTRATIVE PROBLEM NO 2 

A businessman records his transactions through three different 

<**r- ““ “ lf b,l ““ 

necessary adjustment accounts . 

1 Started business with a capital of Rs. 20,000. 


2. Deposited into bank Rs. 18,000. 

3. Paid rent of business premises Rs. 200. 

4. Bought stationery Rs. 100. 

5. Purchased Furniture for cash Rs. 1,000. 

6 Bought goods worth Rs. 7,000 and paid by cheque. 

7. Bought Furniture from Modern Furniture Makers on 

credit for Rs. 2^000. 

8. Bought goods on credit from Ram Lai Rs. 4,000. 

9. Sold goods for cash Rs. 4,200. 

10. Paid to Modern Furniture Makers Rs. 1,200 by cheque. 

11 Sold goods on credit for Rs. 8,000 to Sbyam Lai. 

12. Paid to Ram Lai Rs. 3,000. 

13. & 14. Received from Shyam Lai Rs. 6,000 and deposited into 
Bank. 

15. Sold goods on credit to Tyagraj Rs. 5,000. 

16. Bought goods on credit from Umesh Rs. 2,000. 

17. Paid salaries Rs. 2,400. 

18. Received cash from Tyagraj Rs. 3,000. 

19. Paid to Umesh Rs. 1,500. 

20. Drew from Bank for personal use Rs. 1,000. 


Solution and Notes : 

The above transactions arc posted in the three ledgers and the* 
ledgers are self balanced by opening ‘Sales Ledger Adjustment 
Account * and ‘ Purchases Ledger Adjustment Account * in General 
Ledger and General Ledger Adjustment Accounts in Sales Ledger and 
Purchases Ledger in the following manner : 


(A) General Ledger 
1. Capital Account 



SI LF-BALANCING LEDGERS 


To Capital 
„ Sales 
,» Shyam Lai 
». TyagraJ 


2. Cash Accosnt 


Rs. 



By Bank 
.. Rent 
.. Stationery 
„ Furniture 

.. Ram Lai 
.» Bank 
•• Salaries 
»» l'mesh 
»» Balance c/d 


33,200 


3. Bank Account 


To Cash 
„ Cash 

j 

Rs. 

J 8.000 
6,000 


24,000 



By Purchase 
•• Modern Furniture 
Makers 
„ Drawings 
,, Balance cld 


in 

[jj| 


4. Kent Account 


To Cash 


Rs. 

200 


3 Stationery 


To Cash 


Rs. 

100 


6. Furniture 



Rs. 

To Cash 

1,000 

,, Modem Furniture 

Makers 

2,000 


3.000 


To Bank 

„ Ramlal 
Umesh 



Purchases 


Rs 

7,000 

4.000 

2,000 


13.000 


By Balance b/d 



Rs. 

13,000 


13.000 
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8. Sales Accounf 



To Balance c/d 

Rs. 

17,200 


By Cash 

„ Shyamlal 
„ Tyagraj 

Rs. 

4,200 

8,000 

5,000 



17,200 



17,200 



=' 





9. Modem Furniture Makers Account 


To Bank 

Rs. 

1,200 


By Furniture 

Rs. 

2,000 

„ Balance c/d 

800 





2.000 





10. Salary Account 




Rs. 




To Cash 

2,400 




II. Drawings Account 



Rs 


To Bank 

1,000 



Except the Trade Debtors, viz., Shyam Lai and Tyagraj and 
Trade Creditors, viz.. Ram Lai and Umesh, all other accounts are 
posted in this ledger. Now to make adjustment for the missing 
Trade Debtors and Trade Creditors, the following two Adjustment 
Accounts are opened : 

12. Sales Ledger Adjustment Account 
Total Debtors* Account 


To Credit Sales 
(8,000+ 5,000) 

Rs. 

13,000 


By Cash Received 

(3,000+6,000) 

,, Balance c/d 

Rs. 

9,000 

4,000 





m 


13. Purchases Ledger Adjustment Account 
(Total Creditors' Account) 



Rs. 



Rs. 

To Cash Paid 



By Credit Purchases 

(3,000+1,500) 

4,500 


(4,000 +2,000) 

6,000 

,, By Balance c/d 

1,500 




6,000 



6,000 
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14 . Trial Balance in General Ledger 


1. 

Capital Account 


Rs. 

Rs. 

20,000 

2. 

Cash Account 


LOCO 

— 

3. 

Bank Account 


14,800 

— 

4. 

Rent Account 


200 


5. 

Stationery Account 


100 

— 

6. 

Furniture Account 


3,000 

13,000 

— 

7. 

Purchases Account (Total) 


___ 

8. 

Sales Account (Total) 


— 

17,200 

9. 

Modern Furniture Makers (Not a Trade Creditor) 


— 

800 

10. 

Salary Account 


2,400 

— 

11. 

Drawings Account 


1,000 

— 

12. 

Sales Ledger Adjustment Account 


4,000 

— 

13. 

Purchases Ledger Adjustment Account 


— 

1,500 




39,500 

39,500 


(B) Sales Ledger ( Drs. Ledger ) 

1. Shyamlal Account 



To Credit Sales 

Rs. 

8,000 


By Cash Received 
„ Balance c\d 

41 



8,000 



| 8.000 


2. Tyagraj Account 



Rs. 



Rs. 

To Credit Sales 

5,000 


By Cash Received 

3,000 

2,000 


„ Balance c\d 


5,000 



5,000 


3. General Ledger Adjustment Account 



To Cash Received 
(6,000+3,000) 

„ Balance c/d 

D 


By Credit Sales 
(8,000+5,000) 

Rs. 

13,000 



13,000 



13,000 


4. Trial Balance in Sales Ledger 


1 . 

Shyamlal Account 

1 

Rs. 
2,000 
^ AAA 

Rs. 

2. 

3. 

Tyagraj Account 

General Ledger Adjustment Account 


2,000 

4,000 




4,000 
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(C) Purchases Ledger (Cs. Ledger ) 

1. Ramlal Account 


To Cash Paid 
.. Balance c\d 



By Credit Purchases 


Rs. 

4,000 


4,000 


2. Umesh Account 


— 

To Cash Paid 
,, Balance dd 

Rs. 

1,500 

500 


By Credit Purchase* 



2,000l 




Rs. 

2,000 


2,000 


3. General Ledger Adjustment Account^ 


To Credit Purchases 

( 4 , 000 + 2 , 000 ) 


Rs. 

6,000 

6,000 


By Cash Paid 
(3,0004-1.500) 
„ Balance c/d 


Rs. 

4.500 

1.500 

6,000 


4. Trial Balance In Purchases Ledger 


1 . 

2 . 

3. 




Rs. 

Ramlal Account 



Umesh Account . 

General Ledger Adjustment AccoudI 


1,500 


1,500 


Rs. 

1,000 

500 


1,500 


ILLUSTRATIVE PROBLEM NO. 3 . , _ , 

Dinesh & Co. has three ledgers in use viz., (1) Debtors Ledger, 
(2) Creditors’ Ledger, and (3) Nominal Ledger, which are kept on 

Self ' B ^om in xhc y M\o^ ing particulars, prepare the adjustment 
accounts as they would appear in each of these ledgers. 

Rs. 

1,60,000 
1,85,000 
45,000 
98,000 
98,750 
3,250 
78,000 
2,000 
15,000 


1975 

Jan. 


t* 

»» 

»» 


1 

1 

31 

31 


Balance of Sundry Debtors 
Balance of Sundry Creditors 
Credit Purchases 
Credit Sales 
Paid to Creditors 
Discount allowed by them 
Received cash from Debtors 
Allowed them discount 
Accepted Bills Payable 
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Received Bills Receivable 
Returns Inwards 
Returns Outwards 
Rebate allowed to Debtors 
Rebate allowed from Creditors 
Bad Debts 

Bills Receivable dishonoured 

( Rajasthan , Shivaji, Poona , Bombay , 

Solution and Notes : 

1. Two Adjustment Accounts, namely 

(a) Debtors' Ledger Adjustment Account , and 

(b) Creditors' Ledger Adjustment Account will have to bo 
opened in General Ledger. 

2. One Adjustment Account, namely General Ledger 
Adjustment Account , will have to be opened in Debtors* Ledger. 
This account is exactly reverse of Debtors’ Ledger Adjustment 
Account in General Ledger. 

3. One Adjustment Account will have to be opened in 
Creditors’ Ledger. The name of the account is General Ledger 
Adjustment Account which is quite opposite of Creditors* Ledger 
Adjustment Account in General Ledger. 

In General Ledger 

1. Debtor*' Ledger Adjustment Account 


Dr. (Sales Ledger Adjustment Account) Cr. 


1975 


Rs. 

1975 


Rs. 

Jan. I 

To Balance bid 

1,60,000 

Jan. 31 

By Geal. Led. AdJ. 


„ 31 

Geo. Led. AdJ. 



A/c 



A/c 



Cash Received 

7,800 


Credit Sales 

98,000 


Discount Allowed 

2,000 


B/R. Dishonour¬ 

3,750 


B/R Received 

30,000 


ed 



Return Inward 

8,750 





Rebate Allowed 

2,750 





Bad Debts 

4,500 




•• 

„ Balance c/d 

1,35,750 



2,61,750 

{ 


2,61,750 

Feb. 1 

,, Balance bjd 

*35,750 





30,000 

8.750 
6,000 

2.750 
1,500 
4,509 

3.750 
Karnatak ) 


IELF-BALANCING LEDGERS 

2. Creditors' Ledger Adjustment Account 
Df (Purchase Ledger Adjustment Account) 


1975 

Jan. 31 To Genl. L«L AdJ. 

A/c 

Cash Paid . 
Discount Received 
B/P Accepted _ | 
Returns Outward 
Rebate Received 
,, Balance cjd 


98,750 

3,250 

15,000 

6,000 

1,500 

1.05.500 

2^000 


1975 
Jan. 1 
.. 31 


By Balance bid 
,, Gen. Led. AdJ. 
A/c 

Credit Purchases 


““I Feb. 1 | „ Balance b/d 

la Debtors’ Ledger 


2,30.000 


1,05,500 


Adlua 


t Account 


1975 

Jan. 31 To D.a. Led. AdJ. 

A/c 

Cash Received 
Discount Allowed 
B/R received 
Returns Inward 
Rebate Allowed 
Bad Debts 

„ 31 .. Balance c/d 


78.000 

2,000 



1975 
Jan. 1 

„ 31 

By Balance bid 1 

„ Drs. Led. AdJ. 

A/c 

Credit Sales 

B/R Dishonoured 

Feb. 1 

, „ Balance b/d 

1 


,61,750 

1*35,750 



1975 
Jan. 1 
.. 31 


To Balance b'd 
,, Crs. Lad. AdJ. 
A/c 

Credit Purchases 


1,85,000 Jan. 31 By Crs. Led. AdJ. A/< 
Cash Paid 
Discount Received 
45,000 B/P Accepted 

Returns Outward 
) Rebate Received 
Balance c/d 


Feb. 1 


Balance b/d 


98.750 

3,250 

15,000 

6,000 

1,500 

1,05,500 

b,30.C00 


ILLUSTRATIVE PROBLEM NO. 4 

From the following information, prepare necessary 
Adjustment Accounts in respective Ledgers of Shri Pratap, who haa 
maintained his accounts on Self-Balancing system. 
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Debtors’ Balance on 1-1-1976 (Dr.) 
Debtors’ Balance on 1-1-1976 (Cr.) 
Credit sales to Debtors 
Cash received from Debtors 
Bills accepted by Debtors 
Bills dishonoured by Debtors 
Discount allowed to Debtors 
Sales returns from Debtors 
Debtors as on 31-12-1976 (Cr.) 

Solution and Notes : 


Rs. 
40,000 
5.000 Vr 
1.50.000 
80,000 
50,000 
10,000 
2,000 
1S.COO 
3,000 
( Karnatak ) 


Some of the Debtors’ Accounts show an exceptional Credit 
Balance both at the begining and at the end of the financial period 
Opening credit balance should be recorded on credit side of the 
Debtors Ledger Adjustment Account but the closing credit balance 
^ I r< ^ ord « 1 on the reverse side (!.«., on the debit side) of the 
Debtors Ledger Adjustment Account in General Ledger. 


In General Ledger 
Debtor*' Le4*cr Agjfiot 


1-1-76 To Balance bid 
31-12-76 M Geo. Led. AdJ. 
A/c 

Credit Sales 


40,000 1-1-76 By Balance bid 

31-12-76 „ Gen. Lod. AdJ. A/ 
_ Cash received 


1,50,000 


B/R Dishonoured 10,000 
--- 1 3.000 


„ Balance c/d 
(as given) 


1-1-77 „ Balance bid 


|2,03,000 
57,000° 1-1-77 


B/ft received 
Discount allowed 
Sales returns 
•• Balance c/d 
(Balancing Fig.) 


„ Balance bid 


Rs. 

5,000 

80,000 

50,000 

2,000 

15.000 

51,000 


.03,000 

3.000 


In Debtors* Ledger 
General Ledger Adjotfi^ Accost 
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tLLUSTHATlVE PROBLEM NO. 3 

S^«t r So»nt. in the respective ledgers. 

Creditors’ Balance on 1-1-1977 (Cr.) 
Creditors* Balance on 1-1-1977 (Dr.) 

Credit Purchases during the year 
Cash paid to creditors during the year 
Bills payable accepted during the year 
Goods returned to creditors 
Discount received from creditors 
Creditors- Balance on 31-12-1977 (Dr.) 
Transfers from Creditors’ Ledger to Debtors 


Self-Balancing 

the necessary 

Rs. 

90,200 

5,500 

2,45,200 

1,60,000 

1,05,000 

5.200 

5,400 

6,800 

Ledger 5,000 
(Karnatak) 


Solatioa aad Notes : 

• . balance on Creditors’ Account should be 

Exceptional deb bate ^ ^ purcha6es Ledger Adjustment 

S22 when U is an opening balance but on the reverse side when 

it is closing balance. 

Id General Ledger 
, {Creditors') Ledger Adjustment Account 

(Total Creditors’ Account) 


Dr. 


1-1-77 

1-12-77 


I-l-7» 


To Balance b/d 
„ Geo. Led. AdJ. 

5500 ' 

Cash Paid 

1,60,000 


B/P accepted 

,05,000 

r n V 


Returns Outward 1 

5,200 


Discount received 

5,400 

m AAA 1 


Transfers 

5,000 


„ Balance c/d 

56,100 


(Balancing Fig.) 

_ 


11 .. Balance b/d 

3,42,200 

6.800 . 

1-1-78 


By aoiQncc 
„ Geo. Led. Adi- 

A/c 

Credit Purchases 

„ Balance cjd 
(as given) 


„ Balance bid 


Cr 
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In Purchases ( Creditors 9 ) Ledger 
Dr. General {Nominal) Ledger Adjustment Account 


By Balance b/d 
,, Porch. Led. Adi. 

A/c 

Cash Paid 
B/P Accepted 
Returns Outward 
Discount Receive 
Transfers 
„ Balance c/d 


», Balance b/d 


ILLUSTRATIVE PROBLEM NO. 6 

From the following details, prepare ‘Sales Ledger Adjustment 
Account’ as would appear in the General Ledger and also 
•General Ledger Adjustment Account’ in the Sales Ledger for 1978. 

Rs. 


Sales Ledger Balance 37,620 

Reserve for Doubtful Debts 1,030 

Sales 65,970 

Bills accepted by debtors 11,400 

Bills dishonoured 5 qq 

Bills discounted {Discount allowed Rs. 100) S,0CO 

Cash received from debtors 8,000 

Cheques received from debtors 18,000 

Cheques dishonoured 400 

Goods returned by customers 5 f jOQ 

Bad Debts written off 1,340 

Interest on Customers’ overdue accounts 200 

Transfers from bought ledger * 750 

Cash discount allowed to customers 1,100 

Bad debts previously written off now recovered 800 

The sales include Rs. 1,000 cash sales. . 


{Bombay, Karnatak > 

Solution and Notes : 

1. Reserve for Doubtful Debts should not be considered here 
as they do not affect the position of Debtors. Because the tntiy 

for R.D.D. is as follows : 

. < 

Profit and Loss Account ... Dr. 

To R.D.D. Account 



Rs. 

5,500 


1,60,000 
t,05,000 
5,200 
5,400 
5,000 
56,100 

3,42,200 

6,800 


SELF-BALANCING LEDGERS 

?S4KSS? £ So" 17 When b* deb,. «. reenveeed. ,be 

entry i* s n 

Cash Account _ __ ### 

To Bad Debts Recovered Account 

3 Bilh Discounted and Discount thereon do not affect the 
debtors. Hence should not be considered. 

4 Cash sales should be removed from the total sa!es so> ajjita 
aet the’credit sales. Cash sales do not affect the debtors position. 
Hence should not be considered. 

In General Ledger 

1. Sales Ledger Adjustment Accouat 

(Total Debtors' Account) _Cr. 


J ? 79 



Rs. 

I 

To Balance bid 

37.620 

1978 

To Gen. Led. AdJ. A/c 

Credit Sales 

64 970 


(65,970-1,COO) 


B/R Dishonoured 

500 


Cheques dishonoured 

400 


Interest on customers' 

200 


overdue accounts 



1,03,690 

»» 

To Balance b/d 

"7,000 



v/vn. " 

Bills Recei\able 
Cash Received 
Cheques Received 
Returns Inward 
Bad Debts 
Cash Discount 
Transfers (from 
bought ledger) 

By Balance c!d 


11,400 

8,000 

18,000 

5.100 
1,340 

1.100 

750 

58,000 

1,03,690 


In Sales Ledger 

2. General Ledger Adjustment Aec« 


1978 To Sales Led. AdJ. A/c 
B/R 

Cash Received 
Cheques Received 
Returns Inwards 
Bad Debts 
Cash Discount 
Transfers (from 
bought ledger) 

To Balance c/d 


11,400 

8,000 

18,000 

5,100 

1,340 

1.1C0 

750 

58,000 

1,03,690 


By Balance b/d 
By Sales Led. AdJ. A/e 
Credit Sales 
(65,970—1,000) 

B/R Dishonoured 
Cheques dishonoured 
Interest on customers' 
overdue accounts 


1979 By Balance b/d 


Rs. 

37,620 

64,970 


1,03,69# 

57 , 00 # 
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ILLUSTRATIVE PROBLEM NO. 7 

There are three Self Balancing Ledgers in use in a business 
viz., a Purchases Ledger, a Sales Ledger and a General Ledger. From 
the following particulars write the necessary adjustment accounts jPm 
they would appear in the General Ledger. T 

Rs. 

Debtors balance in Genl. Led. Adj. A/c 
Creditors balance in Genl. Led. Adj. A/c 
Credit sales during the year 
Cash sales during the year 
Cash purchases during the year 
Credit purchases during the year 
Creditors paid off during the year 
Received through Bank from Debtors 
Discount allowed to the business 
Discount allowed by the business 
Returns Inward 
Returns Outward 

Accepted Bills Payable during the year 
Accepted Bills Receivable during the year 
Bills Receivable dishonoured 
Interest charged for dishonoured bills 
Bad Debts 

Trade Discount during the year 
Transfer from one ledger to another 


60.500 (Cr.) 

38.500 (Dr.) 
40,300 
12,800 
16,390 
26,400 

32.500 
48,200 

375 
450 
1,225 
875 
3,200 
4,800 
200 
15 
375 
975 
195 


v 


(Shivaji , Poona , Karnatakfr 


Solution and Notes : 


«« 


Students should note it carefully, that they are asked to write 
Adjustment Accounts as they would appear in General Ledger, viz., 
Debtors 9 Ledger Adjustment Account and Creditors' Ledger Adjust¬ 
ment Account respectively.” However, the opening balances given 
are of General Ledger Adjustment Account from Sales Ledger and of 
General Ledger Adjustment Account from Purchases Ledger. 

Therefore, while opening the ‘Debtors* Ledger Adjustment 
Account* and the ‘Creditors* Ledger Adjustment Account* in Gentrd 
Ledgtr t the given balance of Debtors as per General Ledger Adjust¬ 
ment Account should be recorded on the debit side and that of 
creditors on the credit side respectively. 
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Id General Ledger 

I. Sales Ledger Adjustment Account 


w 

Dr. 


Dr. 


To Balance bid 

To Gen. Led. Adj. A/c 
Credit Sales 

B/R dishonoured 
Interest for dishon¬ 
oured bills 

Rs. 

60,500 

40,300 

200 

15 


By Gen. Led. Adj. A/c 

Bank (received 
through bank) 
Discount allowed 
(by business) 

Returns Inward 

B/R received 

Bad Debts 

Transfers 

By Balance cld 


1,01,015 



To Balance bid 

“ 4 “,770 





48,200 

450 

1.225 

4,800 

375 

195 

45,770 

K01.015 


es (Dougnij liuju *- 

(Total Creditors' Account) 


Cr. 


To Gen. Led. AdJ. A/c 

Paid to creditors 
Discount allowed 
(to the business) 
Returns Outward 
B/P accepted 
Translers 

To Balance c/d 


Rs. 

■ , 

32,500 


375 

875 

3,200 

195 

27,755 


64,900 





uen. wu. n-j. *• 
Credit Purchases 


Rs. 

38,500 

26,400 


By Balance bid 



,LL T:S“^dte balancing of his books, a businessman 

»S? 

of an adjustment account in the Pmau Ledger. 

On 1st Jan 1974, these accounts showed the following 

balances : , v 

‘A-P’ S.L. Adj. Account Rs. 53,970 (Dr.) ; Rs. 1,125 (Cr.) 

‘Q-Z’ S.L. Adj. Account Rs. 38,460 (Dr.) ; Rs. 297 (Cr.) 

The following is the summary of the transactions affecting the 

ledgers, during the period ending 28th Feb., 1974, as extrac 
the books of first entry : 
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Particulars 

A-P 


Credit Sales 

Returns and Allowances 

Cash Received 

Cash received in res pee t of accounts already 
written off as bad included in the above 

Discount Allowed 

Bills of Exchange Received 

Bad Debts written off 

Rs. 

4,15,833 

6,412 

3,83,680 

495 

7,352 

22,506 

3,150 

Rs. 

3,51,171 

, 4’ 512 

3,25,400 

145 

6.084 

7,750 

4,235 


During the period, a Miss Sydenham, a customer whose 
account then showed a debit balance of Rs. 155, married a Mr. 

o ar and her account was, therefore, transferred into her new 
name in the other ledger. is 

On 28th Feb., 1974, the total credit balances standing in the 

*A-R’ Ledger amounted to Rs. 845 and in the Q-Z Ledger to 
Rs. 436. 


Write up the two Adjustment 
balance. 


Accounts and bring down 
( Bombay , Poona ) 


Solution mad Notes : 

O) In fact, amounts now recovered towards bad debts pro- $ 
viously written off should not be considered as they do not affect 
the debtors’ position. However in this problem, since 6uch re¬ 
coveries are mixed up with and included in the cash received from the 
debtors they do affect the debtors. Hence they shoold be removed 
from the total cash received either by redneing the cash balance or by 
debiting tbe debtors’ accoont. 

(2) Miss Sydenham’s name appeared in Q-Z Ledger before her 
marriage. After marriage she becomes Mrs. Poddar. Obviously, her 
name must appear in A-P Ledger. Hence a transfer from Q-Z Ledger - 
to A-P Ledger is needed. 

(3) Private Ledger is nothing but General Ledger. 

(4) Since one Sales Ledger is divided into two sections, the 
adjustment account can be presented in the columnar form. 


SBLF-BALANCING LBDGBRS 

In Private ( General) ledger 


Dr 

I-edeer Adjustment Account 


ur . 

Particulars 

A-P 

Q-Z 

Particulars 

A-P 

Q-Z 






1-1-1974 

To Balance bid 
28-2-1974 

To Geo. Led. Ad). 

A/c 3 

Credit Sales 

B.D. Recovered 
Transfer from 

Q-Z 

„ Balance cld 

Rs. 

53,970 

4,15,833 

495 

155 

845 

Rs. 

38,460 

3,51.171 

145 

436 

1-1-1974 

By Balance bid 
28-2-1974 

By Gen. Led. Ad| A/c 
Cash Received 
Discount allowed 
B/R received 

Bad Debts 

Returns and 
Allowances 
Transfer to A-P 
„ Balance cld 

Rs. 

1,125 

3,83,680 

7,352 

22.506 

3,150 

6,412 

47,073 

Rs. 

297- 

3,25,400 

6,084 

7,750 

4,235 

4,512 

155 

41,779 


4,71,298 

3.90,192 


4/71,298 

3,90,192 

1-3-1974 

To Balance b/d 

j 47,073 

41.779 

l-3- ,97 4 

By Balance b/d 

845 

436 


ILLUSTRATIVE PROBLEM NO. 9 

From the following particulars, write up the Savings Ledger 
Control Account in the ledger of Peoples Bank Ltd. 


n . 


Balance 

Cash deposited by clients 
Cheques deposited by clients 
Cash withdrawn 

Cheques presented thiough clearing house 
Charges in respect of outstation cheques 
Other charges debited 
Interest credited 

Cheques deposited by customers returned unpaid 

(Bombty, Mysore , 


,51,300 

19,679 

43,730 

13,755 

15,380. 

125 

280 

470 

689 

Shivaji) 


Solution and Notes : 

(1) Clients of a bank are in fact the creditors of a bank ; 
clients have different types of accounts such at Fixed Deposit 
Account, Current Account or Savings Bank Account. 

The Savings Bank Control Account in this problem is nothing 
bat Clients’, i.e.. Creditors’ Ledger Adjustment Account in Bank s 

General Ledger. 
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SELF-BALANCING LEDGBti 


Dr. 


In Private (or General) Ledger 
Savings Ledger Control Accoont 
( Creditors* Ledger Adjustment Account) 


To Gem. Led. Adi. 

A/C 

Cash withdrawn 


»» 


House 

Charges in res¬ 
pect of outsta- 
tion cheques 
Other charges 
Cheques returned 
unpaid 
Balance c/d 


Rs. 


13,755 


15,380 


125 


230 


689 


1,85,000 


2,15,179 



By Balance bid 

Gen. Led. AdJ. A/cj 
Cash deposited 
Cheques deposited 
Interest credited 


1 „ Balance b/d 




Rs 

1,51,300 


19,679 

43.730 

470 


2,15.179 


1,85,0c „ t 


EXERCISE 

1. What arc Self Balancing Ledgers'.? Explain their use and 

importance in large concerns. (U.P. Board) 

2. What is a Sales Ledger Control Account ? How does it 
-differ from General Ledger Adjustment Account ? 

3. What is the difference between ‘Self-Balancing’ and ‘Sec¬ 
tional Balancing* ? 

4. What are the different names attributed to the Self-Balanc- f' 
ing Ledgers ? What are the different adjustment accounts that are 
opened in these ledgers. 

5. State the objects of self-balancing. Explain, in brief, the 
procedure of self-balancing. 

6. From the following transactions extracted from three 
ledgers, viz.. Debtors’ Ledger, Creditors’ Ledger and General 
Ledger, which are kept on sectional system of balancing, prepare 
the adjustment accounts as they would appear in each of these 


ledgers : 

Rs. 

July 1 Balances of Sundry Debtors 48,500 t 

,, 1 Balances of Sundry Creditors 36,900 

,, 31 Credit Purchases 11,52o 

Credit Sales 26,400 

Payments to Creditors 20,120 

Receipts from Debtors 48,675 


SBLF-BALANCING LEDGERS 
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Discount allowed 
Discount received 
Bills Payable accepted 
Bills Receivable received 
Bills Receivable dishonoured 
Goods returned from Debtors 
Goods returned to Creditors 
Bad Debts 

[Ans. Drs. Rs. 16,550 ; Crs. 


1,250 

825 

12,000 

10,000 

4,000 

1,800 

1,440 

625 

( Karnatak ) 
Rs. 14,0351 


7 Shri Shankar has maintained his accounts on self-balanc¬ 
ing system. The following is the summary of the transactions with 
the Debtors for the year 1978. Show the • necessary adjustment 
accounts in the respective ledgers * 

Rs. 


Debtors’ Balance (Dr.) on 1-1-1978 
Credit Sales 

Cash received from Debtors 
Discount allowed to them 
Received Bills Receivable 
Returns Inward 
Allowances to Debtors 
Bad Debts written off 
Bills Receivable dishonoured . 

Debtors Balance (Cr.) on 31-12-78 

Transfers from Creditors* Ledger to Debtors’ Ledger 


40,000 

1,30,000 

80,000 

1.500 
40,000 

2,750 

750 

970 

5.500 
4,200 
2,350 


{Karnatak ; Delhi ) 
[Ans. Rs. 51J80] 


8. Assuming that the system of Self-balancing has been 
introduced, show how the General Ledger Adjustment Accounts 
will appear in the Debtors* as well as Creditors’ Ledgers from the 
following information : 

Rs. Rs. 

Balances as on 1st April, 1966 

Debtors’ Ledger Dr. 35,700 Cr. 500 

Creditors’ Ledger Dr. 300 Cr. 27,800 


Figures for the year ended 31st March, 1967 : 


r I 

Cash received from customers 1,60,400 

Discount and Allowances allowed to them 4,500. 

Bad Debts written off 6,000 

Transfers from Drs’ Ledger to Crs’ Ledger 4,000 

Payments to Creditors 95,000 

Discounts and Allowances by them 2,700 

Payments to customers 125 

Credit Purchases 1,10,000 
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Credit Sales 
Purchases Returns 
Sales Returns 
Bills Receivable received 
Bills Payable granted 


1,85,000 
1,400 
2,600 
7,500 

, 5 ’ 0 °° 
r , ( Karnatak, Mysore) 

In Drs. Led. Rs. 35,325 (Cr.) ; 
In Cry.’ Led. Rs. 29,400 (Dr.)] 

'AHi-i®- the following details, prepare the Purchases Ledger 

* Account in General Ledger and General Ledger Adjust- 
v ment Account m Purchases Ledger for the year 1978. 


[Ans. 


Rs. 


Purchases Ledger Balance as on the beginning of 1968 

Purchases Ledger Balance as on the beginning of 1968^ 60,000 

Purchases from creditors * Dr ^ 

Bills Payable accepted 
Bills Payable dishonoured 
Cash paid to creditors 
Cheques paid to creditors 
Cheques dishonoured 
Goods returned to creditors 
Discount allowed by Creditors 
Interest on Suppliers’ accounts due 

(Karnatak, Poona) 
[Ans. Rs. 57,000 J 

f0lI A°^ ing informat >on, you are required to pre- 
T L , dger Adjustment Account in the Debtors’ Ledger 
and Debtors Ledger Adjustment Account in General Ledger for 
'the month of January 1976 : • 6 


5,000 
90,000 
20,000 
2,000 
50,000 
15,000 
500 
5,000 
1,000 
500 


Sc-' 


Debtors Balances G-l-1966) 

Returns from Debtors 
Cash Sales 

Cash received from Debtors 
Discount allowed to Debtors 
Goods sold to customers on credit 
Acceptances received from customers 
Bad Debts written off 
Sundry Charges debited to Debtors 
Recovery of bad debts written off in part 
Bills receivable dishonoured 


Rs. 
16,000 
2,700 
20,000 
47,100 
300 
78,000 
28,000 
1,200 
800 4 
500 
4,000 
(Bombay) 
[Ans. Rs. 19,500] 
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11. From the following write up the 

S5 who u 

maintained Sales Ledger under Self-balancing system. 


4975. 


Balance of Debtors as on 1-1-1976... (Dr.) 32,500 and (Cr.) 


Balances as on 31-12-1976 
Sales 

Returns Inward 

Cash from Debtors 

Discount Allowed 

Bad Debts written off 

Bills Receivable received during the year 

Bills Receivable dishonoured 

Balance of Debtors as on 31-12-1976 (Cr.) 


Rs. 
82,000 
4,750 
81,250 
4,100 
2,150 
4,900 
1,000 
725 

(Shivaji) 
[Abs. Rs. 18,100] 

12. Mr. Foresight who maintains separate Sale !,^f2 e . r J^ 

plies the following details and requests Ledger 

Adjustment Account” in the General Ledger and General Leag r 

Adjustment Account” in the Sales Ledger : 


Opening Balance of Sales Ledger 
Sales as per Sales Day Book 
Returns as per Sales Returns Book 
Cash received as per Cash Book 
Discounts allowed 
Bad Debts written off 

Bad Debts previously written off now received as per 
Cash Book 


(Dr.) 


Rs. 

10,000 

24,960 

2,536 

16,040 

1,040 

2,968 


240 


Allowances to Debtors 

Bills Receivable received as per B.R. Book 

Bills Receivable dishonoured 

Closing Balance of Sales Ledger 


336 

1,040 

400 

(Cr.) 336 

(Poona, Shivaji ) 


fHint : Bad Debts recovered should not be considered at all.] 

(Ans. Rs. Il,7i6] 


13. From the following particulars as extracted from the 
books of Messrs Efficiency Aids Co. who keep a Debtors’ Ledger, a 
General Ledger and a Creditors’ Ledger on the self-balancing system, 
show how the various Adjustment Accounts will appear in each of 
«these Ledgei s : 
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Rs. 
1,37,250 
1,64,700 

61.500 

68,100 

1,200 
1,800 

76.500 
1,350 

92,100 

2,010 

25.500 
36,000 

3,600 

7,500 
1,035 
825 
9,000 
(Poona) 
Rs. 87,935) 

14 From the following details write up General Ledger Adjust- 
ment Accounts and the Bought and Sales Ledger Adjustment 
Accounts as on 31-12-1976 : 


Debtors’ balance (1-1-1978) 
Creditors’ balance (1-1-1978) 

Credit Purchases 

Credit Sales 

Returns Inwards 

Returns Outwards 

Cash received f*om customers 

Discount allowed to customers 

Cash paid to creditors 

Discount received from Creditors 

Acceptances received from Debtors 

Creditors* bills accepted 

BiHs Receivable returned dishonoured 

Bad Debts written off 

Sundry Charges debited to customers 

Allowances from Creditors 

Bills payable dishonoured 


(Ans. Cm. Rs. 1,02,465 ; Drs. 


Debtors on 1-1-1976 (Dr.) 

Creditors on 1-1-1976 (Dr.) 

Purchases 
Sales 

Sales Returns 
Purchases Returns 
Cash paid to'Creditors 
Bills Received from Debtors 

t 

Bills Dishonoured 
Bills accepted for Creditors 
Discount allowed to debtors 
Discount allowed to Debtors but later on disallowed 
Cash received from debtors 
Discount allowed by Creditors 
Cash paid to debtors 

Transfers from debtors’ to creditors’ ledger 
Cash purchases 
Cash sales 

Bad Debts written of 

( Bombay , Shivajl, 


17,425 (Cr.) 

204 (Cr.) 


Rs. 

320 

27,408 

25,200 

28,209 

208 

714- 

12,700 

9,300 

200 

7,400 

215 

100 

8,700 

1,020 

25 

1,242 

4,320 

7,400 

215 

Delhi) 


SELF-BALANCING LEDGERS 
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[Hints : 

(1) Cash is paid to debtors to settle the exceptional credit 
balance. 

(2) Discount allowed to debtors but later on disallowed should 
be debited to Total Drs\ Account.] 

(Ans. Drs. Rs. 25,759 and Crs. Rs. 29,328 ) 


15. The following particulars were extracted from the books 
of a trader for three months ended 30-9-1974. Prepare 
Ledger Adjustment Account and Sales Ledger Adjustment Account. 


July 1 
Sept. 30 


Sales Ledger Balance 

47,235 

Reserve for Doubtful Debts 

3,500 

Sales 

75,7 \£ 

Returns from customers 

615 

Cash received from customers 

60,515 

Cheques dishonoured 

318 

Bills accepted by customers 

4,520 

Bills Dishonoured 

545 

Bad Debts written off 

229 

Interest charged on customers accounts 

110 

Expenses recoverable from customers 

317 

Cash Discount allowed 

820 


[Ans. Rs. 57,542 J 


16. The account books of Bangalore cloth stores show the 
following transaction with its customers during the year ended 
30-6-76. 


Custo¬ 

mers 

Goods 

sold 

Goods 

Returned 

Cash 

Received 

Discount 
Allowed to 
customers 

Bills Receivables 
accepted by 
customers 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

A 

8,550 

150 

5,200 

55 

2,050 

B 

21,500 

500 

12,525 

270 

3,400 

C 

18,425 

575 

7,020 

510 

8,900 

D 

4,745 

— 

2,210 

65 

1,850 

E 

14,080 

175 

7,445 


6,200 
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The total debtors balance on 1-7-1975 was Rs. 15,500. 


You are required to prepare the General Ledger Adjustment 
Account in Sales Ledger. ( K.U.D. Oct., 1977 ) 

6. Shri Ashok has maintained bis books on self balancing 
system. Pass the journal entries for the purpose of self-balancing 
ledgers in respect of the following transactions : 

1. Credit sales to customers amounted to Rs. 60,500. 

2. Cash received from customers Rs. 50,400 and discount 
allowed to them Rs. 1,150. 


3. Transfer 
Rs. 2,500. 


from Creditors’ Ledger to Debtors’ Ledger 

(K.U.D. Oct., 1977> 
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